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UAITED DISTRiICT 


COURT 


SOUTHERN DISTRICT OF iti YORK 
THE ANDERSO:I] COMPANY, and 
ALICE SCRANTOW EASTILAN ANDERSON 


Plaintiffs, 


~against- 


JOHN P. CHASE, IWC.*, 


Defendant. 


COMPLAINT 


Plaintiffs, by their attorneys, Bitows 


Devine, for 


their complaint herein allege: 


JURISDICTION, PARTIES AND VENUE 


Tne action 
Stat. 347, 


more fully appears. 


with respect to common law counts. 


2. PLAintiete, 


ship in which plaintiff irs. 


("Mrs. Anderson") 
partners and in which 


the general partner. 
3. 
times has been, 


4. 


wealta of 


Boylston Streat, 


wuoston, 


all relevant times iias Deen, a 


under the Investment Advisers 


4a 


arises 


LS: ‘U.S.C. 


exclusive of interest and 


Alice 


Jouglas S. 


Nassachusetts 


under the Irvestmen 


§80b-1 et 


Principles of pendent 


costs, 


The Anderson Company, 


H. 


a resident of the Commonwealth 


investment 


+ 


‘Sof 1946, 


Anderson 


02116, 


Li. 


is 


of 


ind 


lee 
“AY y 


as 


the sum of 


Scranton Eastman 


Ctr. 


1 


lassachusett 


corporation incorporated under the law of 


1 


adviser 


The matter in controversy 


4a 


Plaintiff Mrs; Anderson is, and at all 


On information and belief, defendant John 


Massachusetts, having its princinal office 


u 


y 


Schwenke & 


Aavisecs f.ct 


hereinafter 


urisdiction apply 


ten thousand 


and Elizabeth Radley Anderson are limited 


nderson") 


relevant 


P. Cna 
the Co a) 
at. 335 
is, and « 


egisterad 


‘ 


9. Venue in this district is proper unde 


51391(b) in that the claim arose in the Southern Distric 
York, whic: was the place of employment of ilr. Anderson at 
relevant times. 
FIRST COUNT 

6. During October and November, 1966 plaintiffs 
defendant made an agreement pursuant to which defendant was to 
act as investment counsel for plaintifis' s2curities accounts 
(hereinafter referred to as the "Accounts") and was to render to 
tae accounts investment supervisory service;. 

7. The agreement provided that d 
advisory fee would be 1/6th of one percent >of the fair market 
value of the Accounts up to $500,009, plus 2/15ths of one percent 


in excess of $500,000, to be computed at th2 end of each four- 


month period, and in no event to be less than $1,000 ver year 


for the three accounts combined. As of Jun2 6, 
ee was raised to not less than $2,500 per ear 
ts combined. 
8. In October, 1966 the account of plainti 
Anderson Company had a market value of aoproximately 
9. In October,1966 the account o; 
Anderson had a market value of approximatel’ 

10. During the conversations between Anderson, con 
beiualf of plaintiffs, and John P. Chase, on beha if of defendant, 
in which conversations the investment advisory agreement was 
“dix. Anderson stated that the plaintiffs' or:.mary reason for retai 
ing defendant was their desire to obtain advice basoad 
same information, research,and analysis that: determined defend 


decisions for the large private accoun 


held investment companies (collectively the “Large Funds") which 
it advised and managed. Tnis purpose was recognized by the 


second o.. defendant's account representatives to be assigned to 
the Accounts. He stated to Mr. Anderson that the performance of 
the account of The Anderson Company would be compared with that 

of Tae Chase Fund of Boston, an investment company having capital 
appreciation as its investment policy. Subsequently such a 
comparison..was made. i 

ll. As stated by Mr. Anderson to M:. Chase the invest- 
ment goal of the account of The Anderson Compiny was capital 
appreciation with some degree of risk accepta>le, and modest in- 
come return also acceptable, and the goal of the account of 
Mrs. Anderson was capital appreciation with minimum risk, but 
with modest income return being acceptable. 

12. Defendant commenced advising and counselling the 
Accounts in late Novenber-early December, 19636. 

13. From late 1966 to the fall of 1967 defendant's 
advisory procedure with respect to the Accourts was either to 
initiate purchase and sale recommendations by telephone call to 
Mr. Anderson and subsequently to reiterate the recommendations on 
defendant's standard confirmation forms mailed to Mr. Anderson 
in New York, or to use confirmation forms to initiate recommenda- 
tions by mail. In addition, defendant prepared accurate periodic 
written appraisals of the Accounts. 

14. Between May and October 1967 plaintiffs placed ad- 
ditional funds in the account of The Anderson Company, in the ap- 
proximate amount of $213,850. Plaintiffs had been encouraged by t 
supervision which tne Accounts had been receiving for some five 
months. ‘Yhese additional funds were obtained by borrowings made 
plaintiffs on the security of real and personal property owned 


them. The raising of the additional funds was contemplated in ¢t. 


6a 


fall of 1966, the purpose being to make the Accounts large enough 
to obtain the high degree of supervision which Mr. Anderson and 
Mr. Chase agreed the Accounts would receive. 

15. Between April and July, 1970, by virtue of sales, 
redemptions, and a contribution of certain of plaintiffs' property, 
additional funds in the amount of approximately $121,500 entered 
the Accounts: $29,500 in the account of Mrs. Anderson and 
$107,500 in the account of Tne Anderson Company. | 

16. Defendant promptly was informe of these additions 
to the Accounts. The additions increased the total amount avail- 
able for investment supervision by defendant :o approximately 
| $537,700. | 
i7. By eariy 1968 defendant's advi:siory procedure with 
t respect to the Accounts had altered. Defendant had ceased 
initiating recommendations of purchases and s.les (by telephone, 
writing, or otherwise); had ceased reiteratiny purchase or sale 
recommendations on its standard confirmation :iorms; and had 
ceased submitting to plaintiffs, with reasonalle promptness, in- 
formation which was relevant to plaintiffs! Accounts. In 
addition, in December, 1968 defendant assigned to the Accounts a 
new account representative, the third to be assigned within 
|, approximately 19 months. He was unfamiliar w..th the operations 

of the Large Funds managed and advised by def«undant. 
18. Although defendant stated that in order to assure 
| 
continuous and constant supervision of the Aci:ounts two counsellor: 
at all times would be assigned to the Accounts, no more than one 
was assigned at any time. 
19. On information and belief, defendant did not 
Iaintain records by security stating the current positions of al! 
' its slients in that security, as required by GEC regulation. 
20. In addition, defendant recommended for purchase oy 


the Accounts securities which were unsuitable for the Account::, 


7a 


which were not on defendant's lists of recommended securities, and 


& aia 


of which defendant nad failed to make adequate study and analysis. 
21. On information and belief, during 1969 and 1970, 
acting subject to conflicting interests, defendant advised that 
the Accounts hold, or failed to advise that the Accounts sell, 
securities whicn the Large Funds managed and advised by defendant 
had sold or were selling. 
i! 22. In the first half of 1970, desp.te a rapid decline 
Jin stock market averages, defendant failed to ::ecommend any pur- 
> | 
|| chases or sales for the Accounts. Therefore, iir. Anderson 
| directed short sales and purchases without adv:.ce and substantial 
losses ultimately were realized. Defendant dic. not advise the 
Accounts to cover short positions in securities: which at the time 
jit was recommending for purchase by other accoints. 
| 23. During 1970 defendant failed accurately to report 
(on its four-month written appraisals to plaintiffs) the securities 
‘positions and transactions of the Accounts during, and as of the 
‘close of, the period reported on. 
24. The Accounts received absolutely no:recommendations 


ic 


or advice from defendant from Jvly through October, 1970. In 


October Mr. Anderson wrote Mr. Chase requesting that defendant 
‘attend to the Accounts. Defendant did not act with respect to 


or formally reply to, the letter. 
1 25. Defendant made the following representations, among 
‘others, to plaintiffs: 

(a) that it would render service of a highly perso: 
nature tailored to the plaintiffs' individualinvestment needs and 
opjectives; and 

(b) that the fruits of its research wou!d be 


effectively applie. co the managament of the accounts; ani 


8a 


(c) that it would make certain that its research 
efforts were related directly to plaintiffs’ investment problems; 
and 

(a4) that it would keep each of plaintiffs‘ 
securities under constant review to ascertain whether it con- 
tinued to contribute to plaintiffs’ basic investment objectives; 
and 

(e) that it would recommend changes as changing 
conditions dictated; and 

(£) that it would discuss in dutail with plaintiff 
the trends which it believed were likely to guvern the action of 
the security markets during ensuing months; and 

(g) that it would emphasize the selection of well- 
situated stocks which wsuld be advantageous to the Accounts. 

26. Defendant failed to disclose t«) plaintiffs that it 
would make to other clients recommendations which would conflict 
with those made to plaintiffs. 

27. Plaintiffs relied on the repre: entations, as 
defendant intended and knew they would, and tl.ey were deceived 
: by non-disclosures as defendant intended and }new they would be. 

28. The representations were untrue:, as defendant knew 
or should have known, all as more particularly alleged in the 
; preceding paragraphs. 

29. In accordance with the investment counselling 
agreement, fees in the total ‘amount of $9,389.96 were paid to 
defendant for supervisory services rendered from October, 1966 
through February, 1971. 

30. As a result of defendant's gross negligence in 
fail:ng actively to advise and monitor the Accounts and defend 
confiict of interest in failing to advise plaintiffs when one or 
more accounts being managed or advised by defendanc were selling 


security owned or being purchased by the Acco.nts and in failing 


9a 


to advise plaintiffs when any such account was purchasing a 


security held in snort position by the Accounts, plaintiffs have 
been damaged in an amount to be determined at the trial of this 


action, but notless than $350,000. 


’ 


31. The representations, non-disclosures, acts ana 
omissions of defendant herein alleged constitute the employment by 
defendant of a device, scheme, and artifice to defraud plaintiffs, 
as well as a practice and course of business wiich operates as a 


i fraud and deceit upon plaintiffs, all in violazion of §206 of the 


Investment Advisers Act of 1940, and the regulitions thereunder. 
32. Defendant sed the mails and means and instru- 
mentalities of interstate commerce in connection with the acts and | 
omissions herein alleged. 
33. Paragraphs 2, 3, 4, and 6 throu jh 30 above are here 


repeated. 


34. Defendant breached its agreemen- with plaintiffs 


|| respecting the Accounts in that it failed to p-ovide the advice, 
counselling, supervision, management, analysis, and reporting 
required by the agreement, and in that it preferred the accounts 
of other clients to plaintiffs' Accounts, all as more particularly 
alleged in the preceding paragraphs. 


35. As a result of defendant's breach plaintiffs have 


been damaged in an amount to be determined at the trial of this 


action, but not less than $350,000. 
THIRD COUN’ 
36. Paragraphs 2, 3, 4, and 6 tnrough 30 above are 
here repeated. 
37. Defendant's yross negligence, conflict of int 


and non-disclosures operated as a fraud upon plaintiffs. 


10a 


38. Defendant was a fiduciary with respect to 
plaintiffs’ Accounts. 

39. As a result of defendant 
flict of interest and non-disclosures, as more 
alleged in the preceding paragraphs, plaintiffs have been dam 
in an amount to be determined at the trial of this action, bu 
not less than $350,000. 

WHEREFORE plaintif Gaeinand a money judgment against 


defendant in an amount tu be determined at the trial of this 


action, but not less than $350,000, plus interest, plus the costs 


and disbursements of this action. 
BUTOWSKY, SCHWENKE Bs DEVINE 


/ 
By a f 153 i AG Dé, 

A member of 
Attorney: for Plaintiffs 
2°" Park Avenue 
we. York, New York 10017 

212-" 25-5360 
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THE ANDERSCN COMPANY, and 


ALICE SCRANTON EASTMAN ANDEZ! SON, $ 73 Civ. 2530 
M.P. 
Plaintiffs, : 
~against- $ ANSWER 
JOHN P. CHASE,INC., : 


Defendant. : 


Dp cendant, John P. Chase, Inc., by .ts attorneys, 
White & Case, for its answer to pluintiffs’ Complaint: 

1. Admits that plaintiffs purport ico base the 
jurisdiction of this Court on allegations mace in Paragraph 
1 of the Complaint, but except as herein expressly admittec 
denies each and every allegation made in Partgraph 1 of the 
Complaint. 

2. Denies knowledge or information sufficient to 
form a bel.e* as to each and every allegation made in Para- 
grapns é¢ da 3 of the Complaint. 

3. Admits that defendant, John P. Chase, YInc., is 
a corporation incornporeted under the lews of the Commonwealth 
of Massachusetts, having its principal office at 535 Boylston 
Street, Boston, Massachusetts 02116, and further admits that 
defendant, John P. Chase, Inc., is an investirent adviser as 
that term is defined in 15 U.S.c. §U0b-2 (11), which has been 
registered as such with the Securities and Exchange Commissio. 
under the Investment Advisers Act of 1540 from November Le 
1940 to date, but except as herein oxvressly udnitted, deni 
each: and every alleyation made in Paragraph 4 of the Cou- 


plaint. 


l2a 


4. Admits that plaintiffs purport to base the venue 
of this Court in the statute set forth in Paragraph 5 of the 
Complaint; denies k.iowledge or information sufficient to 
form a belief as to Mr. Anderson's place of employment, bu 
except as herein expressly admitted or otherwise treated, 
denies each and every allegation made in Paragraph 5 of the 


Complaint. 
FIRST COUNT 


5S. Admits that on or about November 1, 1966, 
plaintiff, Yhe Anderson Company, and defendi nt entered into 
an agreement (the “Agreement") relating in part to the 
investment accounts of plaintiffs Alice S. }'. Anderson an 
The Anderson Company, (the “Accounts") and 1efers to the 
terms of the Agreement for the contents thereof, but except 
as herein expressly admitted or otherwise tieated, cenies 
each and every allegation made in Paragraph: 6 and 7 of the 
Complaint. 

6. Admits that on or about October 6, 1966, the 
market value of the securities in the account of plaintif®:, 
The Anderson Company, was appraised at approximately 
$61,407.50, but except as herein expressly admitted, denies 
each and eve allegation made in Paragraph 8 of the Complain 

7. Admits that on or about October 6, 1966, the 
market value of the securities in the accourt of plaintift<, 
Alice S. E. Andexson, was appraised at apprceximately 
$102,165, but except as herein expressly admitted, denies 
each %nd every allegation made in Paragraph 9 of the Complaint 


8. Admits that conversations have from time to 


taken place between Douglas S. H. Anderson ("Mc. Anderson” 

ard John P. Chase ("“Mr. Chase"); denies knowledge or in rma- 

tion sufficient to form 4 belicf as to the allegations m4 
13a 


in the last three sentences of Paragraph 10 of the Complaint, 
but except as herein expressly admitted or otherwise treated, 
denies each and every allegation made in Paragraph 10 cf the 
Complaint. 
9. Ac .its that the account objective of the account 
4 of the plaintiff, The Anderson Company, was to place greater 
stress on capital appreciation than was the account objective 
of the account of plaintiff, Alice S. E. Anderson, but except 
as herein expressly admitted, denies each and every allegation 
made in Paragraph 11 of the Complaint. 
10. Admits that on or about November 1, 1966, 
Gefendant, John P. Chase, Inc., commenced counselling the 
accounts, but except as herein expressly admitted, denies 
each and every allegation made in Paragraph 12 of the Com- 
plaint. 
ll. Admits th = the advisory proc2dure of defendant, 
John P. Chase, Inc., was to initiate purchase and sale recom- 
mendations by telephone calls to Mr. Anderson, and further 
admits that defendant, John P. Chase, Inc., prepared accurate 
periodic written appraisals of the accounts, but except as 
herein expressly admitted, denies each and every allegation 
made in Paragraph 13 of the Complaint. 
12. Admits that between May and Cctober of 1967 


additional funds were placed in the account of The Andersoi: 


Company; denies knowledge or information sufficient to form 


a belief as to the allegations made in the second and third 


sentences of Paragraph 14 of the Complaint, but except as 
herein expressly admitted or otherwirs treated, denies each 


and every allegation made in Paragraph 14 of the Complaint. 


ae 


14a 


13. Admits that on or about August 13, 1970, funds 
in the approximate amount of $29,000 were logged as added to 
the account of plaintiff Alice S. E. Anderson, and funds in 
the approximate amount of $88,000 were logged as added to 
the account of The Anderson Company, but except as herein ex- 
pressly admitted, denies each,and every allegation made in 
Paragraph 15 of the Complaint. 

14. Admits that defendant John P. Chase, Inc. was 
informed of the additions to the accounts referred to in 
Paragraph i3 above, but except as herein eypressly admitted, 
denies each and every allegation made in Peragraph 16 of the 
Complaint. 

15. Admits that in or about Decenber 1968 Henderson 
Inches was assigned to the accounts as acccunt representative, 
but except as herein expressly admitted, denies each and 
every allegation made in Paragraph 17 of tke Complaint. 

16. Denies each and every allegation made in Para- 
graphs 18, 19, 20, 21, 23, 24, 25, 26, 27, 28, 30, 31 and 32 


of the Complaint. 


17..-Admits to the decline in stock marxet averages 


during the first half of 1970, and further admits that in 
the year 1970, Mr. Anderson directed short sales and purchases 
for **e accounts without and against the advice of defendant 
John P. Chase, Inc.; denies knowledge or information suf- 
ficient to form a belief as to losses ultimately realized by 
the accounts, but except as herein expressly admitted or 
otherwise treated, denies each and every allegation made 
Paragraph 22 of the Complaint. 

18. Admits that defendant John P. Chase, 


received approximately $7,489.43 for counselling serv) 
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rendered to the accounts from October 1966 through February 
1971, but except as herein expressly admitted, denies each 


and every allegation made in Paragraph 29 of the Complaint. 


SECOND COUNT 


19. Repeats its allegations to Paragraphs 2, 3, 4 


and 6 through 30 of the Complaint as if fully set forth herein 


20. Denies each and every allegation made in Para- 


graphs 34 and 35 of the Complaint. 


THIRD COUNT 
21. Repeats its allegations to Paragraphs 2, 3, 4 
and 6 through 30 of the Complaint as if fully set forth herein 
22. Denies each and every all=gation made in Para-— 


and 39 of the Complaint. 


AS AND FOR A FIRST 
AFFIRMATIVE DEFENSE 


23. Plaintiffs* Complaint fails t> state a claim 


upon which relief can be granted. 


WHEREFORE, defendant prays for judgment dismissing 
the Complaint together with costs and expenses, inclu 
attorne''s fees, and such other and further relief as to this 


Court may be deemed just and proper. 
WHITE -& CASE 


By_/s/ Haliburton Fa} 
A Member 
Attorneys for Defendant 
14 Wall Street 
New York, New York 10005 
(212) 732-1040 


New York, New York 
July 27, 1973 


IR: 


LEASE TAKE NOTICE that a 


{ which the within is a true copy, has 
een made herein and was duly entered 


nd Aled in the office of the Clerk of the 


WHITE & CASE 


ittorneys for............. 


14 Wall Street, 
Borough of Manhattan, 
New York City. 


THE ANDERSON COMPANY, and 
ALICE SCRANTON EASTMAN 
ANDERSON, 


-against- 
JOHN P. CHASE, INC., 


Defendant. 


ANSWER 


14 Wall Street 
Borough of Manhattan 
New York City 


RECTOR 2-1040 
TO. 


ATTORNEY  FOR.. 


| 
Li csiaclesRedegulaietailiaie 


THE CLERK: Anderson Company, et al., against 
Chase. Counsel ready? 
MR. DEVINE: Plaintiff ready. 
DIAZ-CRUZ: Defendant ready. 
COURT: You may proceed. 
DEVINE: Your Honor, I would like to correct 
cversight in the trial brief which we submitted to 
chambers on Friday. It s to me I omitted the 
losure which the brief says 
COURT: All right. 
Initially, your Honor, we would 


ike to offer as part of the record in the case the agreed 


to facts in the proposed findings of fact, and mechanically 


I will work this out, whatever way you and the reporter” 
I can supply s copy to the reportur or we can 
them, whatever you think best. 
THE COURT: You can supply a copy tu the reporte: 
he will incorporate them in the record at this point. 
(Proposed Findings copied into record 


as follows:) 


I. FACTS AGREED 10 


4. Plaintiff The Anderson Company 
currently a limited partnership and was 


in Massachusetts. 
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At all times between Septemt 1966, and the 
present, Douglas S. H. Anderson ("Mr. Anderson") was 


a general and the managing partner of Anderson Co 


6. In the period from September, 1966, to April 


14, 1967, plaintiff Alice Scranton Eastman Anderson 
("Mrs. A. Anderson"), Mr. Anderson's mother, was a 
general partner of Anderson Co. and from 
present she was a limited partner. 
From April 30, 1970, to the prese 
R. Anderson ("Mrs. E. Anderson"), Mr. Anderson's wife 
was a limited partner of Anderson Co, havirg made the 
following contribution: 
"100 shares of the common stock, $5.00 
par value per share, of Johnson znd 
Johnson, with an aggregate cost lLasis 
of $1,002.27 and an aggregate market 
value of $15,252.88 at the time cf 


contribution." 


At no time hetween April 14 


, 
February 5, 1971, was anyone other than Mrs. A, 
Anderson and Mrs. E. Anderson a limited partner of 
Anderson Co. 

9. Anderson Co. was capitalized prior to October 
6, 1966, with assets derived from Anderson Enrineering 
Co., a aanufacturing concern founded in 193] by Mr. 


Anderson's father. Mr. Anderson's father and 
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Mrs. A. Anderson together owned one hundred percent 
of the common stock of Anderson Engineering Co.,Inc., 
of which Mr. Anderson's father was president prior 

to his death in October, 1964. 

li. From September, 1966, to February 5, 1971, 
Anderson Co. had no employees and its affairs were 
managed by Mr. Anderson. 

13. The original John P. Chase, Inc. ("Old 
Chase") was incorporated as a Massachusetts corpora-— 
tion on July 19, 1932. 

14. The new John P. Chase, Inc. ("New Chase"), 
defendant in this action, was incorporated as a 
Massachusetts corporation on March 7, 1969. 

15. On May 12, 1969, Old Chase was merged 
into New Chase. New Chase continued the business 
of Old Chase. New Chase is wholly owned by Continental 
Investment Corporation, a New York Stock Exchange 
listed company. 

17. From October 6, 1966, to May 12, 1969, 

John P. Chase ("Mr. Chase"), owned at least 50.143% 
of the outstanding voting stock of Old Chase (Old 
Chase and New Chase are hereafter referred to jointly 


as “Chase Inc.™). 


18, From November 1, 1940, to February 5, 1971, 
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Chase Inc. was registered with the Securities and 
Exchange Commission ("SEC") under the Investment 
Advisers Act of 1940. 

20. Six investment companies are now, and 
have been since they commenced operations, clients 
of Chase Inc.: 

(a) The Chase Fund of Boston (a Massachusetts 
Trust formed April 7, 1958). 

(b>) Shareholders Trust of Boston (a 
Massachusetts Trust formed March 13, 1948). 

(c) Income and Capital Shares, Inc. (a 
Massachusetts corporation, incorporated November 22, 
1966). 

(d) Chase Frontier Capital Fund of 
Boston, Inc. (a Massachusetts corporation, originally 
4ncorporated under a different name on January 26, 
1968. This Fund acquired the assets of Chase Capital 
Fund of Boston, Inc. December 1, 1971). 

(e) Chase Convertible Fund of Bostcn, Inc. 
(a Massachusetts corporation, incorporated September 
O, 39722 

(f) Chase Special Fund oi Boston, Inc. 

(a Massachusetts corporation, incorporated February 
24, 1969). 
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a 4 (These six investment companies hereinafter 

3 | are referred to collectively as the "Chase of Boston : 
4 Group of Funds"), | 
3 ‘2. (Chase Investment Services of Boston Inc. | 


| fv 


6 | ("CIS") was incorporated under the name Chase 


7 | Distributors Corporation on Mirch 27, 1957. On 


December 31, 1970, pursuant to a plan of liquidation, 

! 
the assets of its wholly-owned subsidiary of the same 
name (TIS Subsidiary"), which had been incorporated 

} under the name of Chase Investment Services, Inc. 
on February 2, 1964, were absorbed into the parent. 
13 || 23. CIS is a wholly-owned subsidiary of Chase Inc. 
| ; s | 
t 25. Investment advice was furnished to accounts 
| 
i5 of between $25,000 and $500,000 in size by CIS 
6 | Subsidiary between October 6, 1966, and December 31, , 
if 
1970. On December 31, 1970, CIS Subsidiary, a sub- 
9 Sidiary of a parent of the same name, was liquidated 
ig |! and the advisory business to such small accounts was 
| | 
20 «|i continued by the parent. 
21 | 26. Chase Fiduciary Associates of Boston is an | 
22 || entity composed of certain persons employed by 
| 
‘ | 
23 || Chase Inc., including Mr. Chase and Mr. Spindler. 
} ! 
2a |i The only business of Chase Fiduciary Assoclates of 
| 
5 | Boston is to act as trustee. 
| 22a | 
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27. About 100 officers and employees of Chase 
Inc., Chase Investment Services of Boston, Inc., 
the Chase of Boston Group of Funds, and Chase 
Fiduciary Associates of Boston are located at 535 
Boylston Street, Boston, Massachusetts and the 
business of these entities is conducted from that 
location. 


28. The personnel of Chase Inc. consists of 


officers, account supervisors, investment analysts - 


research persons and clerical and bookkeeping 
personnel. 

31. The account supervisors for the Chase of 
Boston Group of Funds work together as a single 
group and are known as the "fund management team," 
Some of the account supervisors in the fund management 
team also counsel or advise individual accounts of 
Chase Inc. 

32. The institutional department is a separate 
division of Chase Inc. which division was established 
in or about December, 1968. Mr. Spindler is, and 
continuously from December, 1968, has been, in 
charge of this division. This division, although in 
the same building, is physically separate from the 
remainder of Chase Inc. 

23a 


SOUTHERN DISTALCT COURT REPORTERS, U.S. COURTHOUSE 
FOLEY “QUARE, NEW YORK, N.Y. CO 7-4580 


8 


33. From September, 1966, to February 5, 1971, 
& number of account supervisors performed a measure 
of the research function at Chase Inc. 
Mr, Anderson graduated from Harvard College 
in 1951. 
36. After his graduation and after two years of 
military service, Mr. Anderson was employed or 


affiliated as follows: 


(a) Anderson Engineering Co. (1953 


Lehman Brothers (February 1960 


Self employed (August 1962 ~ 


November 1963); 


(d) Lawrence H. Douglas & Co., Inc. 


(December 1963 - June 1967 on a commissior: or 
incentive basis); 

(e) Salomon Brothers & Hutzler (July 
967 -— March 1968); 

(f) Legg & Co. and Lege, Mason & Co., 
Inc. (June 1968 - December 1970); 

(g) Gordon, Kulman & Perry, Inc. (January 
1971 - June 1972, on a commission or incentive basis); 

Ch) D. He Blair & Co. (July E972 = 
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January 1973, on a commission or incentive basis); 
(14) Sterling, Grace & Co. (January 1973 
- present, on a commission or incentive basis). 


38. Mr. Anderson never has been registered with 


any regulatory body to handle transactions in 


marketable securities. 


Mr. Anderson never has acted as an investment 


al 


Mr. Anderson completed i: 1959 a 5-week 


investment banking. 

At no time from September, 1966, to 
February 5, 1971, did Mr. Anderson have ary beneficial 
in »rest (other than a remainder interest in the 
acccunt of the Trust Under the Will of Lioyd DD. H. 


Anderson) in any securities brokerage account, 


except as general partner of Anderson Co. 


A. Anderson's securities were held in an account with 
Cyrus J. Lawrence & Sons, a New York City based 
broker-dealer, 

47. In that period Cyrus J. Lawrence & Sons 
furnished investment advice to Mrs. A. Anderson's 
account, which relationship was arrange“ by Mr. 


Anderson pursuant to a written power of attorney. 


25a 


SOUTHERN GISTRICT COURT REPORTERS, U.S. COURTHOUSE 
FOLFY ARF Ew ‘ep 1 oO 7 45Kn 


| 
| 
rmkm 10 
1 , 
‘ i! rr o " * 
2 | 51. At about that time (September 1966) Mr. 
! 
! 
a Anderson received from Chase Inc. a brochure entitled 
} 
| 
a "John P. Chase, Inc. Investment Counsel." 
) 52. This brochure was prepared and supplied 
i re 
to prospective clients by Chase Inc. ' 
, | 
‘ 53. Mr. Anderson read. the brochure. 
& P r ! 
5. In that letter (October 5, 1966) Mr, 
Anderson stated that Anderson Co. had in the past 
° 
av "used varying forms of leverage" and "would be 
Willing to make short sales." 
naa 599. On October 6, 1966, Mr. Chase wrote Mr. 
rt a + 
, Anderson and he enclosed a proposed letter apreement 
, which he had executed on behalf of Chase Inc. 
67 Sune ea | 
J. oubsequently Mr. Anderson questioned 
i6 ‘ 
4 certain terms of the proposed arreement. His questions | 
are stated in his letter of November 14, 1966, to | 
sas Mr. Chase. | 
J 62. With the November 14, 1966, letter, Mr. | 
” : | 
€ Anderson retv ned to Mr. Chase the letter agreement, | 
) | , A | 
- which Mr. Anderson had counte resilened, dated as ‘ 
>) ! 
cae | November 1, 1966, 
on | : ; | 
: . 66. Chase Inc. assigned Account No. A-24A to 
I] 
9 
a | the account of Mrs. A. Anderson; it assigned Account 
| 
a No. A-2'C to the account of Anderson (Co, 
26a 
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67. Herbert Bancroft (now deceased) was the 


account supervisor for the Accounts. Mr. Chase was 


the so-called back-up supvervisor. During, Mr. Bancroft's 
tenure as -Ount supervisor Mr. Chase approved all 
recommendations prior to their being, made to the 
Accounts. 

68. Sometime between October 6, 1966, and 


» 1966, Chase Ine. set up the so-called 


Black Rook" for the Accounts. 


The front pare of the section of the Blacr 
A. Anderson's accourt recites 
a portion of the objectives of that account, 

71. In the Chase Inc. system the Black Book 
the basic repository of information regarding 
Accounts; it was the primary source to which 
account supervisor referred for information on 
Accounts. 

72. The purpose of the front pages reciting 
portions of the objectives of the Accowits was to 
Give a supervisor who had to act on the Acrtounts in 
the absence of the assigne’ account supervisor a quick- 
reference on objectives. 


15. The Bible Sheet contains basic information 


about the account and its owner and it 1s filed by the 
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assigned acvount numbers in a Master Bible Sheet 
binder. 
78. On that Bible Sheet the space for "Book 
Value Date" is blank. 
80. On the Bible Sheet for the Accounts, the 


! 


space for "Primary AcQgount Objective ' is filled in 


with the words "Mr, Douglas S. H. Anderson." 


By letter of November 17, 1966, Mr. Anderson 


delivered to Chase Inc. a booklet which Mr. Anderson 


tm 


had prenared, entitled "The Anderson Company." 

booklet contained financial information 
(including a Summary 1966 balance sheet and income 
statements) for j.uderson Co., and it described proposed 
borrowings of Anderson Co. in the amount of 225,000 
aS against an actual net worth of $143,900 anda pro 
forma net worth of about $210,000. 

85. On February 1, 1970, Mr. Anderson voluntarily 
delivered to Chase Inc. a 1969 balance sheet for 
Anderson Co., which showed current loans of $39,706.89 
and two separate long-term mortgapre obligations in 
the amount of $113,813.08 secured by marketable 
investments and real property as against a net worth 
of about $173,900: 


86. At no time did Mr. Anderson refuse to provide 
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Chase Inc. with information regarding the financial 
affairs of Mrs. A. Anderson or Anderson Co, 


91. Herbert Bancroft was the supervisor for 


the accounts from No yer, 1966, through April, i 


4 


92. An internal initial appraisal of the accounts 


was done as of October 6, 1966, and initial recom- 
mendations weie communicated in writing on or about 
December 1, 1966. 

93. In April, 1967, Richard Spindler became 
the supervisor for the accounts, and lr. Chase 
continued as back-up man, 

95. In this period (opening of accounts to 
second-half 1967) these forms were mailed to Mr. 
Anderson. They were used either to initiate réerom- 
mendations or to confirm recommendations which 


previously had been made by telephone. 


97. The approximate amount of the acditional 


funds was $218,850. 


102. Those appraisals (October 6, 1966) were 


for internal use only and were not sent to Mr, 
Anderson. 

104, The program was long-range in that it 
looked ahead several months. 


195. <A portion of the prorram is described 
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Mr. Bancroft's letter of December 1 LOGE: 
106. Some or all of Mr, Bancroft's handwritten 
work sheets and notes regarding the pi."chase and 


sale program were preserved at Chase Inc. 


107. The work sheets and notes bear the "OK" 


Chase. 


In November, 1968, Mr. Spindler was 
promoted by Chase Inc. He was made Executive 


Vice-President of Chase Inc. and was put in charge 


ft 


a new division referred to as the "institutional 


" 


department. 


124, During December, 1968, Henderson Inches 


replaced Mr. Spindler as the Supervisor for the 
Accounts. 

125. Mr. Inches remained the account supervisor 
through February 5, 1971, the date as of which termina-- 
tion of the Accounts occurred, 

126. Mr. Inches had less experience as an 
account supervisor than either Mr. Bancroft or 
Mr. Spindler. 

128. Mr. Chase assigned Mr. Inches to the Accounts. 

130. During Mr. Inches tenure as supervisor 
for the Accounts, Mr. Spindler had respon:ibility 
as first back-up man and Mr. Chase had responsibility 
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@as second back-up man. 
130a. In the period from December, 1968, 


through February, 1971, Mr. Inches reviewed the 


Black Book on the Accounts not less than twice 


130¢. During the same period Mr. Chase 
reviewed the four-month appraisals and cever letters 


for the Accounts, 


134. These lists ranked each security ona 


Scale from "1" to "4", and later to "ek a. ee 
contained per share earnings for the last year and 
projected per share earnings for two years. 

152a. Ina letter to Mr. Anderson dated 
March 20, 1969, (in connection with the Chase Inc. 
-- CIC acquisition) Mr. Chase stated there-would be 
"no change in the method of handling your account and 
we look forward to a continuing relationship 
with you." 

161. Chase Ine. did not discourage account 


Supervisors from including investment objectives 


and the financial status of unnamed accounts, in 


connection with discussions relating to securities 
or securities transactions. 
176. Ina letter dated March %, 1971, Mr. 
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Inches stated: 


"From your recent conversation with 
John Chase, you can understand his reluctance 
to have short positions in the account 
especially when you may be running short of 
a stock that one of our funds may be buying." 


180. By letter dated March 4, 1971, Mr. Inches 
stated that he regretted Mr. Anderson'd decision to 


terminate. 


181. In the period from October 6, 1966, through 


January, 1968, Chase Inc.'s fees for the Accounts 


were calculated on the following basis: 
"At the end of each four-month period of 

your services hereunder, one-sixth of one 

per cent of the then fair market valve of 

the account up to and including $500,000, 

plus two-fifteenths of one percent of the 

then fair market value in excess of $500,000. 

In any event, we agree to pay you not less 

than $333.33 for each four month period of 

services rendered by you." 

182. As of February 1, lycs. and through February 
5, 1971, Chase Inc.'s fees for the Accounts were 
raised and were calculated on the same basis, except 
that the annual minimum fee was raised to $2,500. 

183. The Accounts paid all fees charged by 
Chase Inc. 

190. From October 6, 1966, to February 5, 1971, 


Chase Ine. did not have custody of the securities 


in the Accounts. Securities purchased by the Accounts 
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pursuant to Chase Inc. recommendations were held 
in the custody of Mr. Anderson, the brokers for 
the Accounts, or agents for Mr. Anderson or the 


Accounts. 


MR. DEVINE: The plaintiff «alls Douglas Anderson 

as its first witness, your Honor, 

DOUGLAS Se 4H. ANDERSON, called as a 
witness by the plaintiff, being first duly sworn, 
testified as follows: 

DIRECT EXAMINATION 

BY MR. DEVINE: 

Q Mr. Anderson, what is your present employment ? 
A I am Director of Export Development at Sterling 


Grace & Co., Ine. 


Q In the second half of 1966 did you have respon- 


sibility for the investment of certain assets, funds? 

A Yes. 

Q Who owned the funds for which you had that 
responsibili :y? 

A The Trust, under the Will of my father, my 
mother, Alice S. E. Anderson, and the Anderson Company. 

Q Will you tell us very briefly what che Anderson 
Company was in 1966? 
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A It was a continuation of a partnership started 
in 1952, Originally it was comprised of my father, my 


mother and myself then involved in the engineering and 


manufacturing business in Cambridge, Massachusetts, 


Q In 1966 what was the business of the Anderson 
Company? 

A Principally an investment entity. 

Q You were the general partnér at that time? 

A Yes. 


Q In August of 1966 approximately how much was 


cwned by the Anderson Company which were investment assets 


Which were available to be invested? 


A From recollection, about seventy, eighty thousand 


Aollars in marketable investments, 


THE COURT: Do you have a breakdown of what 


that consisted of? I didn't see a breakdown in any of 


these proposed findings. I would like to know Just what 


they had on hand and what kind of sec irities they were 


investing in before they ever got to the Chase Company. 


MR. DEVINE: Your Honor, I would offer at this 


point a document wnich has been marked as Plaintirr Exhibit 


4 for identification, if there 418 no objection. I think 


one of the attachments to this document will »rovide 


the information that you are requirin~. 


34a 


SOUTHERN DISTIICT COURT REPORTERS, U.S. COURTHOUSE 
FOLEY SQUARE, NEW YORK, N.Y. CO 7 4580 


6 


9 


43 


rmkm Anderson-direct 19 
Q In August of 1966, approximately how much was 
owned by your mother in the nature of investable assets? 


A * From recollection, about $110,000, $120,000. 


Q What is your mother's age at this time? 
A Sixty-eight. Meaning today? 
Q Today, yes, sir. Has she been employed within 


the last twenty years or so? 

A Never, except as a silent, ina sense, partner 
in the partnership, Anderson Company or its predecessor. 

Q In August of 1966, how were the investable assets 
of your mother invested? By that I mean, did she have a 
brokerage account at that time? 

A They were subject to an advisory agreement with 
Cyrus J. Lawrence & Son, which is a brokerage firm down 
town in Manhattan. 

Q Who made the investment decisions for your 
mother at that time, again, August of 1966? 

A Cyrus Lawrence would originate the ideas with 
respect to changes and call me and ask me if they seemed 
all rigit, and I would say generally I would approve them. 

Q Focusing on the Anderson Company now, still in 
August of 1966, who made the investment decisions for the 
Company? 

A I would, 


35a 


SCUTHERN DISTRICT COURT REPORTERS, U.S. COURTHOUSE 
FOLEY SQUARE, NEW YORK, N.Y, CO 7-4580 


1 jj rmkm Anderson-direct 20 


2 |i Q Did the Company have a brokerage account at 


that time? 


A Yes. 

Q In the second half of 1966, did there come a 
6 cime whén you spoke with John Chase? 
7 | A Yes. 

Q When first during that six month period at 


the end of 1966 did you speak with him? 
About September, some time in September of 1966. 


was that personally or by telephone? 


2 Initially by telephone, and subsequently I went 


to see him in his office in Boston. 
0 With respect to the telephone conversation, will 
1 you tell us what was said and by whom? 

A I think I indicated I felt I had ar. investment 


problem, by me, and said I would like to talk with him 


out it, and an appointment was set up. 


19 | THE COURT: I would like to get this witness's 
20 } total background at the present time and his financial 

21 experience, if any, and the degree of it so as to put his 
22 | testimony in its proper perspective. 

23 } Would you bring that out? I know there have 

2A | been findings on tne thing, but I would like to hear it 
25 } all here. 
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9 | Q Would you tell us, Mr. Anderson, briefly but 
3 | as completely as you can your background, let's say, 
1} 
‘ } from college through the present time? 
| A Well, I graduated from Harvard College with a 


bachelor of Arts degree in 1951, went on active duty in 


the Korean emergency as an ensign, USNR, as a result of 


8 | a commission actorded me upon graduation, 
9 | Q What financial or accounting courses did you 
take at Harvard? 
A I took none, sir. I did not go to graduate 


school. This was an undergraduate degree. Upon release 
13 from tne Navy in about February of 1953 I went into a 
\4 family engineering and manufacturing business, the ame 
f which at that time was Anderson Engineering Company, 
\ a general Massachusetts partnership which had been 


established by my father during during the time I was in 


is ii the service, in May of 1952. I was coritinuously involved 
19 | in that partnership until about June of 1959, when I -- 
\| 
” 1 THE COURT: What was the area of your involvement.’ 


21 |i THE WITNESS: Well, I was involved in cost 


accounting, I did some sales work, I did some design work 


23 {n connection with concrete batching plants and sand and 
"4 |i gravel plants. The company manufactures snow plows and 
95 sand spreaders, material for asphalting of roads. { 
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talked to d@alers and in a general way as the only 
offspring I was being groomed to head up the company at 
point, and so I had a rather wide knowledge imparted 
father of that business and his thinking. 
THF COURT: Then you moved on to Lehman Brothers? 
sir. I left Anderson 
and didn't know really what 


I had reached an impasse as 


vas concerned, I felt, with my father, and I 


ourse given by the University of Vermont, here 
York, which I had noticed in the New York Times, 
ch related to the economics of capita) formation, 
1eve, the institutions and organizations that 
comprised the financial community. 
During the period of that four week course, ] 
learned of an additional one out at Northwestern, given 
the Investment Bankers Association of America principal 
for security salesmen, and I volunteerei and was elected 
or selected to attend it. It was a four or five week 
course in various brokerare and other security analysis 
type of thing. 
From September through about January of 1960 I 


sought employment in the investment banking field, and 


was hired ° Februa by Lehman Brothers in their Indus 
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Department as an associate. 
COURT: What was the Industrial Department? 
WITNESS: It was, I pfuess, similar to what 
called an Export Finance Department with other 
security houses, if that is responsive to your question, 
it dealt primarily with industrial companies as 
cpposed to finance companies, or o11 companies which were 
handled otherwise at Lehman Brothers. 
THE COURT: What did you do? 
THE WITNESS: I worked principally 
placements, pr { ZS, venture ca 
acquisition, for about two and-a half years. 
COURT: Then what happened? 
THE WITNESS: As a result:, I guess, of the May 
»2 market break, Lehman Brothers reduced its employment 
about 16 per cent, I subsequently inferred, principally 
what might be cal:*d a last in, first out dsasis, and 
I became dissoclated. I worked independently for about 
a year and a half in conjunction with another chap who 
remained at Lehman Brothers, and it was a very unusual 


situation in which we worked on number of private 


financial placements, one of which was closed and two of 


/ 


which we were paid, and then 1 moved to a smill member 
organization that had been recently started by a fried 
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of mine named Larry Douglas. The chap from Lehman Brothers 
moved over there and joined me. 
COURT: What was the name of that business? 
a very small brokerage 
business. 
COURT: Commission house? 


WITNESS: 


¥@s,,..3 We were added to work 
commission basis on investment banking, 


Sround had been. { was never registered as 


+ 
»v 


ayed there until Lawrence Douglas's 


y 


business and assets were acquired by Lege 
about May of 1967, at which point I 
Salomon Brothers to go to their Export F nance Company, 
Legg expressed some interest in my joinirg them, 
gc back to a major firm and stayed st Salomon 
for about nine months, at which time 
THE COURT: What did you do there? 
THE WITNESS: was ursmployed for about three 
months and then I moved to Lepr and Co. 
THE COURT: What did you do at Salomon Brothers? 


THE WITNESS: I was involved in several] exoo: 


finance transactions and the balance of my time was spent 


Summarizing two pages, fenerally leral sheets, of public 


offerings, generally of that Salomon Frrothers was 
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manager of co-manager of, or possibly a major in the 
underwriting group. 

COURT: When you say you were involved in 
export financial transactions, what was your involvement 


4 


the nature and scope of it? 
WITNESS: Well, the first one I can 
to Montreal with a representative of 


to write a prospectus for the initial public 


offering of the Montreal School System, which had never 


been done, that type of offering, he United 
in Canada before, 
vas involved in closing a transaction for 
benefit of Holiday Inns on some notes that were issued 
with a Gulf Oil guarantee. I introduced a number of 
commercial paper prospects to Salomon Hrothers. 
I worked on, and developed, potentia) sale of 
COURT: Then you went back to Lerg? 
WITNESS: Yes, sir, about three months after 
I left Salomon Brothers. 
THF COURT: What was Lerr's business and your 
participation in it? 
THE WITNESS: Well, Lege's business had in the 
past generally been one of a brokerare aspect and one of 
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the partners there was interested in developini; export 
financlal activities, and the firm was then based in 
Baltimore, I was put in charge of a so-called one man 
department in New York involving so-called new business. 
I was involve? in prospectus work and prior recommen- 
dations to the partners on a public offering, of a small 
electronics company in Maryland in which Ler had a small, 
insignificant stock position. I w2s involved in the 
acquisition by U. S. Industries of a finance company in 
Baltimore which Gane haan ts introduced to me as a 
private placement candidate, after making a privite 
placement proposal to the company, and was persuaded to 
become an icquisition candidate, and thereafter in 
conjunction with the Morgan “Guaranty Trust Company a 
transaction was worked cut with U. S. Industries. 

I worked on a number of other situations at tne 
time which were not closed. 

THE COURT: What was your next ston? 

THE WiTNis>: In November of 1970 Legg 
terminated my employuert, it having previously, in 
August of 1970, conso .i._ted with Mason & Company, of 
Washington, to form a corporation, Legg, Mason & Co., Inc. 
Under the circumstances there was some prospective 
bustness that I had oripinated when 1! was at Leese, or 

42a 


SOUTHERN DISTHICT COURT REPORTERS, U.S. COURTHOUSE 
FOLEY “UARE NEW YORK NY¥ co 7 4c 


rmkm Anderson-direct ae 
Leeg, Mason, that with some persuasion they agreed to 
release to me, and I moved to a small brokerage firm, 
Gordon, Kulman & Perry, Inc., and endeavored to resolve 
that situation, unsuccessfully. 

In July of 1972 I moved because of and with 
Larry Douglas -- tecause of his prior association -- to 
D. H. Blair & Co. and was given the title of Vice President 


of Export Finance. 


THE COURT: What was the business of Blair at 


Nthat time? 

THE WITNESS: Blair, as I think all of these 
companies were at the time, was a member of the New York 
Stock Exchange. 

THF COURT: Who did they clear through? 

THE WITNESS: I don't know, sir. JI was never 
involved in any brokerage transaction there 1] don't know 
whether they had their own man down on the floor or they 
cleared through somebody else, frankly. 

THE COURT: In all events, you were in charge 
of what department? 

THE WITNESS: I wasn't in charge. I had the 
title of Vice President of Fxport Finance, 

THE COURT: What were vour activities under 


that title? 
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THE WITNESS: Endeavoring to frenerate mergers, 
acquisitions, private placements, venture capital, public 
offerings. 

THE COURT: Then you moved on in January of 1973 
to your present -- 

THE WITNESS: Sterling Grace & Co., Ine. 

THE COURT: What is your title and activity there‘ 


THE WITNESS: My citle originally was Vice 


sSident of Exnort Development, and very recently was 


ized to Direct Ex Cevelopment, and my activi- 
ties there are breadly in the same area, private placements 
public offerings, mergers and acquisitions, rub?’ 
rapital. In no job since Legg I never received 2 salary. 
THE COURT: You worked for nothing? 


WITNESS: On an incentive and commission 


THE COURT: Your compensation is on a commission 
basis rather than salary? 

THE \ VESS: That's correct. 

THE COURT: All right. 
BY MR. DEVINE: 

Q You testified earlier, Mr. Anderson, that you 

had a telephone conversation with Mr. Chase in, I believe 
you said, September of 1966, and an appointment was set 
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up at that time. Did that appointment take place? 

A res, sir. 

Q When did you meet with Mr. Chase with respect 
to that appointment? 

A I don't remember the exact date. It was I 
think in middle or late September. 

Q Of 1966? 

A Yes. 

Q Where did that meeting take place? 

A In his office, Boylston Street, Boston. 

Q Who was present at that meeting? 

A I believe just John Chase. 

Q Will you tell the Court as completely as you 
can recall what was said at that meeting anc by whom it 
was said? 


A When I got there I believe I explained I had a 


problem in that my father had died October :, 1964, and 


much of our family assets were tied up in non-marketable 
entities. My father had hoped that the executives of the 
engineering and manufacturing corporation in Cambridre wo 
would be able to generate funds and be interested in 
acquiring these private assets gradually as funds could 
be made available to them, but that this also resulted in 
the elimination of the benefits of my mother's income from 
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my late father's salary, and that I was hopeful that 
something could be worked out on an investment counseling 
basis so that we might benefit from what I felt to be, and 
gathered to be, the flow of information from brokers 
about companies and earnings changes, and so forth, to 
the large reservoirs of funds which are invested and which 
need to know about these changes to avoid serious losses. 
Several things 1 recalled mentioned during that meeting 
by Mr. Chase, and one of which related to the lack of 
high dividend income, ordinary dividend income available 
from many securities, and so the concept, which I thourcht 
was quite attractive, of using pert of capital fains, 
long-term capital gains as generated, and treating a 
portion of that as income seemed to make a lot of sense 
to me. In addition he spoke of the desirability of 
investing in the securities of issuers where the earnings 
prowth rate hased on estimated earnings was in excess of 
the price earnings multiple, which also made a lot of 
sense, and the desirability of remaining in securities of 
csuers where at least a 15 per cent estimated growth 
maintained. This is something, that as a formula, 
if yo. ill, appealed to me, in a sense, because of the 


continuous type of monitoring I pathered world be 


involved in securities which were involved in their 
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recommendations, and I was not sure that our investment 
advisa@ry -- in fact I didn't think our investment advisory 


relationship at Cyrus Lawrence offered the continuous type 


of supervision, and my own activies at Douglas were such 


at that time that I did have the time to devote to 
monitoring even with limited earnings information to 
maintain estimated earnings growth and price earnings, 
and watch for new situa-tions as they were developing, 
all of which I understood, from a brochure, from reading 
a brechure that was at that time handed to me, would be 
involved in the investment counse!*ne of our accounts. 

Q Let's try and focus c’ th- ecorversation rather 
than vour mental processes at that tim-. What else, if 
anything, can you remember you saying to Mr. Chase, or 
Mr. Chase saying to you at thet time? 

A I think I may have described the epproximate 
Size of the accounts, and I gathered that he might be 
willing to pro-eed with our accounts if the total was 
something of the order of magnitude of half a million 
dollars, and I believe I supgzested -- because cach of the 
entities were not half a million dollars per entity, 
and perhaps for fee purposes the three rounts could be 
lumped and, one way or another, we would manage to try to 
get up to half 2 million dollars. 
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THE COURT: Why did you go to Chase in the 


first place? 


THE WITNESS: I was up in Boston in connection 
with the first stage of selling family assets. Jonn Chase 
had been my hockey coach at Harvard, and I was aware that 
his company managed at that time two mutual funds, 
Shareholders Trust of Boston, which was less capital 
gain oriented, I &—uess, than the Chase Fun? of Boston, and 
because of my awareness in the past of the flow of ideas 

earnings information to those who managei substantial 
9f assets by brokers looking for commission 
business as a result of such ideas and writ2-up that 


they would send to such organizations -- 


THE COURT: What did you do, call him up, write 


hima letter? 
THE WITNESS: [ called him on the telephone, 
I believe. 


THE COURT: And invited yourself «ver, 


that what happened? 


THE WITNESS: I don't think I invitea myself 


THE COURT: What did you say to him at that 
You didn't talk about hockey. 
THE WITNESS: No. 
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THE COUNT: How did you get there? 

THF WITNESS: I told him, te the best of ny 
recollection, that I had a problem of some kind with a 
lot of non-marketable things and would like to talk to 
him about investment counseling and that was his business, 
and I believe he invited me to come over there. 

THE COURT: All right. 


“BY MR. DEVINE: 


Do you recall anything else being said by you 


at this meeting in September of 19667 

Not particularly at this time. 

THF COURT: Did you tell him, by the wav, that 
your family interests were being cdvised by Cyrus Lawrence 
& Son? 

THE WITNESS: It was not the comolete family 
interest, si Only my mother's account. 

COURT: Yes, but did you tell him that? 
I don't recall, sir, frankly. 
Did you tell {t to him at the first 
interview? 

THE WITNESS: I don't recall. I may or may 
not have, I am sorry. 

THE COURT: You told him that you were Ina 
Situation where the family interests and the interests of 
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Anderson Company were in {lliquid position and wanted 


help with investment advice? 

THE WITNESS: Investment counseling, 

THE COURT: But you didn't tell him that 
were already getting that kind of advice from Cyrus 
Lawrence and Company? 

S far as the partnership is 
concerned, and as far as the trust is concerned, we 

THF COURT: You didn't tell him anything at all 
about receiving information from Cyrus Laurence and Company? 

THE WITNESS: I don't recall. I may have. 


What leads you to add that you may 


I don't know wh: I would have 
particularly withheld it. 
THE COURT: Don't you think that vou misht have 
Said that you were dissatisfied with the counseling you 
were getting and that you were seeking new or different 
or better counseling? 
THE WITNESS: I don't recall everything that 


was said in that meeting, sir. 


THE COURT: All rirht. 
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DEVINE: 


I show you Plaintiff Exhibit 3 for identification 


and ask if you have ever seen that before? 
Yes, 
Wwnen did you first see it? 


I believe John Chase handed it to me in our 


in Boston? 


there come a time when jou rezd Plaintiff 


Yes, 


When was that for the first time? 
, 


A I believe after 1 left his office and went 


to my mother's house, where I was stayine at 


Did you take that document with you when you 


Yes, I did. 


When next did you sneak to John Chase? 


I would guess in early October yrobvably a 
& > 


or ten days or two weeks later, 
Q 1966? 
Yes. 
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Q Was that a telephone conversation or a personal 


meeting? 


I believe it was a telephone conversation, 


probably from New York. I am not sure, but it was telephone’. 


Do you recall what was said in tha nversation 
by whom? 
I believe I indicated that I had looked over 
the material that ne gave me and that I was 
in proceeding further with the situation. 
MR. DEVINE: Your Honor, did I hand Pla 
to you? 
THE COURT: Yes, 
Mr. Anderson, you have Plaintiff Exhibit i 
did you write that letter? 
Yes. 
Did you cause it to be sent to Mr. Chase? 


Yes. 
Q I show you Plaintiff Exhibit 5 and ask if that 


letter that you receivec from Mr. Chase? 


there an enclosure with Plaintiff Exhibit 
when you received it? 


A Yes 


show you Plaintiff Exhibit 6, 's that the 
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enclosure? 
A I believe so. 
Q Was Mr. Chase's signature on Plaintiff Exhibit 6 
when you rece Lt? 
A Yes, 
Q Does your signature appear on Plaintiff 
Exhibit 4? 
A Yes. 
Q Did you return Plaintiff Exhibit 6 to Mr. Chase? 
A Some time later, yes. 
Q Did you include a cover letter when you 
returned it? 
A Yes. 
Q I show you Plaintiff Exhibit Ts ‘s that the 


cover letter? 
Q At the 
some handwritten 
on the bottom of 
A Yes, 
Q Do you 


letter before or 


a 


bottom of Plaintiff Exhibit: 7 there is 
material, 


that letter? 


recall whether you placed it on that 


after you had sent the oricinal to Mr. 


Chase? 
A After I had sent the orifzinal to Mr. Chase, 
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Do you recajl the occasion when you placed the 
handwriting on that document? 

A From locking at it, it seems that he may have 
called in my absence from the office and I guess may have 
left a telephone number at which I could return the 
call, which I did, end I made a note at that time, as is 
Shown there on the letter. 

Q Would you read the handwriting, please, so that 
the record will be clear as to what it says? 

[It is a date 1° umbers, 11/16/66. It says 


740 a.m from 425-1450," which is Lawrence Douglas's 


telephone number, "to John P. Chase at 633-3229. He told 


me that his inte..tion is the same as above but the 
language is the SEC's and can't be changed.” 

Does that conclude th handwritten material? 
A Yes -- well, up in the left hand corner I guess 


I pencilled som } n l don't know, because 


there is no date on it, "Ask John Chase re recording my 
understanding with him attached to letter agreement." 

Q That is also your handwriting? 

A Yes. 

Q Have you given us your complete recollection 


of the telephone call with Mr. Chrse on tha: dete in 


November? Do you recall anythine else bein: said by you 
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or by him at that time? 

A I don't presently recall anything else. 

Q Looking, back at Plaintiff Fxhibit 3, which is 
still in front of you, had you read that evhibit before 
you signed and returned to Mr. Chase Plaintiff Exhibits 
6 and 7, which I think are still in front of yo. also? 

Yes, I had read it. 
Did you rely upon that brochure, Plaintiff 
3, in returning the letters to Mr. Chase? 
Yes, I did. 
Please tell the Co'rt as precisely but as 
briefly as possible, what aspects of Plaintiff Exhibit 3 


you relied upon? 


A Well, it indicates that John Chase was 


4 


incorporated in 1932 to do all things which are necessary 
or incidental to the conduct of the business of investment 
counseling, that their clients are served best by 
rendering service of a higmly personal nature, tailored 
to their individual investment needs and objectives. 

Q It is not necessary to read from the document, 
Mr. Anderson. It will speak for itself. lt only ask that 
you highlight any particular portions cf it which you 
rely on, let's say, more than others, witho.t necessarily 


reading it into the record. 
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A They indicated at that time that they had about 
300 aceounts with $400,000,000, about a million and a 
third on average per account, that they didn't accept 
accounts having a value of iess than $200,000. They talk 
about maintaining flexibility, counseling accounts 
according to their individual needs, objectives and 
restrictions. Apparently when a preponderance of factors 
are favorable equity holdings are increased; when the 
analysis indicates an unfavorable outlook, the common 
stock is reduced with a corresponding increase in bonds 
or Short term securities to establish common stock by 
increasing reserves. When they begin the management of 
a client's account, a written analysis of its holdings is 
prepared and specific purchase and sale recommendations 


are suomitted. The account is placed on continuous 


supervision and recommendations for change are submitted 


to the client as changing conditions may dictate. Each 
security is held under constant review to ascertain 
whether it continues to contribute. Performance of the 
account would be discussed in a written report reviewing 
the performance of the account which will be provided 
at the enc of each 4-month period, as well as discussing 
in some detail the trends which they believe are likely 
movern the action of the security markets Gubine the 
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coming months, and things of that nature. 


Q In signing and returning to Mr. Chase Plaintiff 


Exhibits 6 and 7, did you rely upon any statements made 


by Mr. Chase at any earlier time? 

Well, I understood that in addition to what 
is contained in this investment counseling brochure, that 
the aspect of purchasing securities with a lower price 
earnings ratio than the Growth rate based on estimated 
earnings would be applied to our accounts and 1 had not 
received any indication in any meeting that mutual funds 
would be treated in any way differently than our accounts. 
So I had no reason to Suspect things would be done in 
mutual funds that were contrary to the normal things 
that would be done in our accounts. 

THE COURT: In other words, you are telling me 
that you expected that the investment policy for these 
accounts was to be that for the mutual funds? 

THE WITNESS: Well, there were twe mutual funds 
at that time -- 

THE COURT: Were you expectine the defendant to 
Give counseling in the same way as they had given to the 
mutual funds? 


THE WITNESS: To the mutual funds and large 


private accounts, 
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2 | THE COURT: Did you consider investing in a 


mutu 


tual fund instead of going to an investment counsellor? 


! 


i THE WITNESS: No, because I didn't think a mutual fur 
1 

5H would be responsive to the trust need, where mutual funds, 

6 | Say a small cash fund, they distribute the capital gain, 


but that trust was not the kind that could distribute the 
capital gain to my mother. 

THE COURT: When you came to see the defendant 
and spoke to Mr, Chase, did you have occasion to renew 


Old acauaintances and go over what had been happening 


since you got out of Harvard? 


13 | THE WITNESS: We probably touched briefly on it, 
yes. 
THE COURT: Did you tell him you had gone into 
: CH the securities business? 
! THE WITNESS: I believe I did. 
THE COURT: What did you tell him about what had 
19 | happened to you from 1951 up until 1966? 
1} 
20 } THF WITNESS: I probably very briefly summarized 
2t ij it, as L may have here, sir. At that time of course I 
| 
2 | had only been at Lehman Brothers and Lawrence Douglas. 
m3 I think I may have mentioned at some point at Lawrence 
: 24 | Douglas someone asked me to do a write-up or KLM 


Securities, which I did, but T am sure T told him 1 had 
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beei. involved in the family business prior to going into 
the investment banking business. At any rate, my resume 
was contained in a brochure that I sent F'!m in the middle 
of November, 

THE COURT: Do we have that marked? 

MR. DEVINE: Yes. I am coming to it now, 
your Honor, 


Q In October of 1966 did you provide Chase, 


Incorporated, with information with regard to the Anderson 


A I believe I attached to the letter here detailed 
information with respect to my trust as at September 30 
and with respect to the ° cnershinp as of July 31. 

Q What document is tt you are laoking at and 
treat you have reference to? 

A This is Plaintiff Exhibit 4 for identification. 

Q I show you Plaintiff Exhibit § for identification. 
Did there come a time when you caused that to be delivered 
to Chase, Incorporated? 

A Yes. 

Q Do you recall when it was that you caused that 
to be delivered? 

A I think I sent it to him shortly ¢-fter I 
returned the contract between us. 
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MR. DEVINE; Your» r, that is the document 
to which Mr. Anderson referred a minute ago. The resume, 
I think, is toward the back. 

Q Was this information, Plaintiff Exhivit 4) and 
Plaintiff Exhibit 8, the two documents before you, 
requested by Chase, Incorporated, or did you send this 
voluntarily? 

A I think the material as far as Plaintiff 
Exhibit 4 was requested, a picture of the accounts, 
status of the account: whatever, and there had been 
discussion of raising funds privately in my October 5th 
letter, and I think previously. So when the brochure was 
finished, I sent thst in for his perusal, I think. 

Q When you say the brochure, do you mean Plaintiff 
Exhibit 8? 

A Yes. 

Q Do you recali providing any other information 
other than these two documentary exhibits to Chase, 
Incorporated, at about that time, the end of 1966, with 
respect to the Anderson accounts? 

A I think that some time after October ce 
provided a revised statement of the Anderson Company 
account because we were operating ona fiscel year and 


one quarter of it ended on October 31, 1966. 
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Q Was that requested or did you volunteer it? 
A I don't recall. It seemed the logical thing to 
do to update the information previously requested. 
THE COURT: Did this curriculum vitae of yours 
have anything at all to do with the Anderson Company? 
THE WITNESS: Well, as a general partner, it 
provided material on me, and so it seemed appropriate to 
include it, sir. 
THE COURT: Were you seeking employment at 
that time? 
THE WITNESS: No, but I was providing background, 


and I think in most selling memoranda seeking to raise 


funds, background information is provided about the people 


who would be involved. 

THE COURT: Were any copies of this brochure on 
the Anderson Company distributed to anvbody else other 
then Chase? 

THE WITNESS: Yes, sir, quite a number. 

THE COURT: Did those copies also include your 
curriculum vitae? 

THE WITNESS:: Yes, sir. 

THE COURT: So that this was just an example of 
what you had been distributing regularly? 

THE WITNESS: No, no, I don't belteve the 
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distribution of that started perhaps until the end of 

November, and this was an initial copy, I believe it was 

printed, probably fifty or a hundred copies, and provided 

to the various potential sources of loan funds described. 
THE COURT: All right. 

BY DEVINE: 

Q In or about October of 1956 did Chase, Inc. 
request any information which you were unable or unwilling 
to give with respect to the Anderson accounts? 

A Not that 1 recall. 

Q At any subsequent time up through March of 197] 
do you recall ever being asked for any information atout 
the accounts, being asked by Chase, Incorporated, which 
you were unable or unwilling to provide? 

A Not that I recall. 

Q Did there come a time when you provided Chase, 
Incorporated, with authority to enter securities orders 
on behalf of *he Anderson Company accour*? 

A Yes, 

Q When was that? 

A . I believe in Janwary of 1967. 

Q I show you Plaintiff Exhibit 9, ara I ask if 
that is a copy of the authorization to whic! you refer? 

A Yes. 
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these brokers began to provide Chase, Incorporated with 
duplicate monthly statements and trading confirmations 


with respect to the Anderson Company account and your 


mother's account? 

A Yes. I think when it was requested of me, 
Whether they followed it all the time, I don't know, 
because there was something in March, I think, where they 
a:in't annarently receive something which I sent up to 
them -- 


Q 
x 


March of what year? 


A 1967. It was the intention to have them recetve 
duplicates of all confirmation slips and monthly statements. 

Q Do you have any knowledge as to whether the 
brokers began to send duplicates to Chase, incorporated? 


A I would guess in December of 1966. 


THE COURT: Durlicates of what? 


THE WITNESS: Confirmations of trzensactions and 
duplicates of monthly statements. 
THE COURT: Were those confirmations of the 


transactions that they had counselled, or confirmations 


of the transactions in the account? 
THE WITNESS: They were confirmations of all 
transactions in the account. 


THE COURT: And monthly statements of all 
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transactions? 
THE WITNESS: A monthly Statement, ves, sir, of 
all transactions. 
Q After you returned che letters, Plaintiff 
Exhibits 6 and 7, to Chase, Incorporated, did there come 
a time when you received an investment recommendation 


from Chase, Incorporated? 


A Yes, we received quite a number of them, 


initially, I think, by telephone, about December Ist of 


and they were confirmed in writing, 

Were all investment recommendations 
during the ccurse « your dealings with this defendant 
confirmed in writinz? 

THE WITNESS: No, sir. 

THE COURT: Was there any criterion as to what 

shouldn't be confirmed? 

THE WITNESS: I don't know what their criteria 
might have been, sir. 

THE COURT: At any event, the initial portfolio 
changes were confirmed in writing? 

THE WITNESS: Yes, stir. 
BY MR. DEVINE: 

Q I show you Plaintiff Exhibit 11. Are the 

documents: -- there are four pares here -- are these 
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2 | documents the recommendation forms which you received 

3 } on or about December 1, 1966? 

4 A With respect to these two accounts, ves, sir. 

5 i Q The Anderson Company and your mother's account, 
| 

4 is that correct? 

a A 76s 

8 | Q And I show you Plaintiff Exhibit 12 and ask if 
ij 

i that is a letter which covered those recommendation forms? 
; A Yes, sir. 


THE COURT: I want to get the thrust of your 


2} inquiries as to the changes of brokerage firms, Mr. 


13 f Devine. There were changes,-apparently, of brokerage 

1 : firms in 1966. Were those suggested or dictated by the 

15 | defendant? 

16 || THE WITNESS: No. There was one change in 1966, 


and that was from Cyrus Lawrence to Moseley, I believe, 


only for my mother's account. The securities had been 


! 
9 if held -- 
i | THE COURT: Did they request you to make that 
21 change? 


THE WITNESS: Not that I recall, but -- 


THF COURT: Did they sugprest Moseley? 


accounts were, 
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2 THE COURT: When the change came to Legg, where 
you were located, of the Anderson Company account, did 
they suggest that? 
5 THE WITNESS: No. It was an account of Douglas 

and when Legg acquired Douglas': - ets the account went 
1 there. I went to Salomon Brothers at that time. 

THE COURT: At all events, they had nothing to 


a0 with selecting the broker? 


THE WITNFSS: No, and I don't recall hearing of 
any cesirable reason on theri part for wanting to select 
= the broker, 

13 | BY MR. DEVINE: 
Q After you received Plaintiff Exhibits }1 and 
12, which are the recommendation forms and cover letter, 


‘id you take any action as a result of rece’.ving, those 


} cdocuments? 


i | A Yes. I discussed them on the telephone with 
| 

9 Mr. Bancroft, who had become involved in the interim with 
| 

“0 our account. 

21 Q Do you recall when that discussior. occurred’ 

22 A Promptly, I think, upon my receipt of the 

a | recommendations, 

2A Q What was said at that time and by whom? 

2) A Well, between the tilme of receivine the 
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tS 


recommendations and my subsequent conversation with Mr. 
3 | Bancroft, I had looked in Standard & Poor's export recerds 
4 volumes and seen in a number of cases that there were 

| convertible securities which I then in conversation with 
a: Mr. Bancroft asked -- of the same issuer -- whether they 


might not be just as appropriate. 


ta) fal 


Q What did he say to you, “ you recall? 
9 A I am not sure he gave me an immediate answer but, 


at any rate, within the next few days most all of the 


Ud securities were purchased in this revised form, 


A Half a dozen, or cight, or something. I don't 


£ 


~~ 
a 


ia \ Were the sales which were recommerided on these 
13 forms made within some period of — after your receirt 
4 | of these forms? 
A I think all but two in my mother’: account, 
1 from recollection, and all but one, I think in the Comnany. 
| 
} Q Focus ng on the period frdm December 1 of 1966 
through April o: 1967, in that period did you receive 
| 19 investment recommendations from Chase, Incorporated, in 
20 addition to the ones that you have in front of you? 
21 A Yes. 
ee | Q Do you recall on approximately how many occasions 
I] 
~ | in that period recommendations were received by you? 
24 | 


have an itemization of them. 


' 
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Q Will you describe for the Court the routines, 
the procedures followed in that time period with respect 
to Chase, Incorporated giving you investment recommenda-~ 
tions? 

A [ think generally they would try to reach me on 
the telephone first. In a number .” cases when I was 
not available a letter would be written to me. I recall 
one that was sent out the day after a written appraisal 
of the three portfolios as of approximately February 6, 
1967. Occasion.lly maturities would cause recommenda-— 
tions, it appeared to me, but I think in just about every 
case subsequent to the telephone conversation there would 
be issued these red or Breen, or both, purchase and sale 
recommendation forms. 

Q In that period -- 

THE COURT: Then what would happen? You were 
asked to describe the procedure. What would happen when 
you got these recommendations and forms, mechanically? 

THE WITNESS: Generally I would arrange to have 
the order entered throurh our trading, desk. 

THE COURT: How did you do that? 

THE WITNESS: I think I spoke to the trader. 

THE COURT: And you placed the order and the 
limit on the order and the terms of the order? 
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HE WITNESS: No. The limits, when they were 


Given, were provided on these Sheets, and I guess provided 


over the telephone, which these sheets confirmed, 

THE COURT: The limits were not Siven, you 
mean they vere recommended? 

THE WITNESS: Yes. 

THE COURT: Then you placed the actual order? 

THE WITNESS: The trader, I think did, sir. 

THE COURT: You were the one who authorized the 
trader place the order in the manner in which the 
order was placed and executed? 

THE WITNESS: I believe so, yes, sir. 

THE COURT: Then you would receive a confirmation: 

{1E WITNESS: Yes, sir, and I understood that 
organization would. 

TH COURT: What if anything, did you do when 
vou receive’ ese counseling advices to satisfy yourself 
that you wanted to autherize such transacticns? 

THE WITNESS: Well, in the case of the trust, 

I would communicate with my co-trustee, 


THE COURT: Ana discuss it with him? 


THE WITNESS: And tell him what had been 
recommended to me for the truct and ask him if this was, 
in his opinion, appropriate. 
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COURT: And you would discuss it with him? 

WITNESS: Yes, sir -- well, I would discuss 
the recommendation. I did have necessarily a great deal 
of bacvground on the issuer that I would discuss with him. 
In some cases they would send a one-page sheet that would 
provide a concise history of the company, its earnings, 
their estimate of the future earnings, but this was not 
provided in every case -- in ract, less than a third or 


quarter of the cases such summary sheets were submitted 


TEE COURT: You were a subscriber, weren't you, 
to the Investment Reports? 

THE WITNESS: I subserSbed to it -- the partner- 
ship subscribed to the Value Line, but the earnings 
estimates that Value Lire would have were not the basis 
for the recommendations by the Chase organization, because 
they had their own -- 

THE COURT: But what did you do to satisfy your 


self that you wanted to go ahead for the Anderson Company 


ox for your mother in placement of the orders? 


THE WITNESS: Generally not very much. If you 


are asking, whether I tried to separately verify tie 
earnings estimates, which in many cases I did have their 
earnings estimates, I would say I didn't. 


70a 


SQOUTHEAN UIST OCT COURT REPORTERS, 1b S COUNTHOUS 
FOLEY UARE, NEW YORK, NOY CO 7 44"0 


Anderson-direct ST 

THE COURT: How about satisfying yourself -- were 
all of these names that were being handed to you for 
investment eonsideration familiar names of companies 
and securities? 

THE WITNESS: They wer>2 menerally listed or, in 
a few cases, unlisted securities that were of significant 
or substantial companies renerally. 

THE COURT: And familiar to you generally as 
investment vehicles? 

THE WITNESS: As a potential investment vehicle. 
I didn't have any particular familiarity with corpora- 
tions -- 

THE COURT: Didn't you go to the value line or 
other indica’.ors and look for information about these 
things before you placed the orders? 

THE WITNESS: No, sir. The only thing I would 
do was look in Standard & Poor's to see whether there was 
& convertible security which would have a higher yield, 
or because it was a convertible debenture heave a degree 


of safety that I felt the common stock might not have, 


and because of such higher yield which we ccujd use in 


the trust, and at that time there would be some relatively 
low yielding securities recommended for the trust and I 


had wanted to keep it at least, I think, at 5 per cent, 


Jla 


SOUTHERN DIST?.CT COURT FE PORTERS, US COURTHOUSE 
FOLEY > UARE, NEW YORK, NOY co 7.4580 


rmkm Anderson-direct 58 
hecausSe my mother was the income benefictlary of the trust 


and I didn't think we should be using pfrowth type stock 


without that kind of income in the trust. 
THE COURT: So when you ceived the growth 


type stocks without the requisite income you would go to 


= > 


the books and dig out something else, make a suggestion 


then something else would happen, is that 


THE WITNESS: When you say dig out: something, 


you mean another security of the same issuer? 
COURT: Yes, that had a@ hicher yie?-1? 
WITNESS: Yes, sir, we did that, Jin Walter 

number of convertible debentirue issuers here. 

THE COURT: Then after further consultation 
with the account executive, you would get the flow back 
to go aheaG with the other security and you would place 
the order? 

That's correct. 

THE COURT: All right. 


BY MR. DEVINE: 


Q Again looking at the Decerber 1966 to April 1967 
period, when recommendations were received by you from 


Chase, Incorporated, were they matched or offset in the 


rse that if a sale was recommended some purchase was 
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to 


suggested that I confirm for the record my present estimate 


3 of new funds to be derived from two first mortgages, 
4 | adjustments of nonmarketable obligations within the 
5 family account, and bank borrowings, 
6 | Q Is it your testimony that you snoke to Mr. 
7 ! Bancroft before this letter was written? 
8 7 A Yes. I wrote the letter as a result of 

| 
9 ! speaking to him. 


WwW fj Q Do you recall anything else said in your 


conversation with Mr. Bancroft other than wnat you have 


12 testified to? 
13 | A No. I wrote the letter to Mr. Chase and sent 
14 a copy to Mr. Bancroft. 
15 | Q Did there come a time when the representatives 
| on the Anderson accounts, the Chase, Incorporated 
17 | representative, was changed? 
i8 | A Yes. 
19 1 Q When was that? 
20 A I believe in April of 1967. 
21 Q From whom and to whom was that change? 
22 A From Mr. Bancroft to Mr. Spindler. 
23 Q In the period from April of 1967 throurh 
2A October of 1967, when Mr. Spindler was the counsellor on 
25 || the accounts, please describe, as you did before, the 

| 
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routines and procedures that were in effect with respect 


to your receiving investment recommendations. 


A Well, Mr. Spindler came on the scene about the 
time these additional funds became available. So I think 
in early May he sent me what I gather is a program 
outlining a number of particular security purchases that 
they recommend, both by issuer and quantity, and generally 


with a price limitation. Most all of these purchases 


} 


h perhaps one or two exceptions, where 


wi 

ble issues were purchased nerhans instead of the 
common, and in one case, I think in the case of Parker, 
Hannifin, the linzit that was involved prevented us from 
purchasing the security, which continued to moO up, and 
therefore we made no purchase. In the initial month or 
two, ' guess, with respect to all of the acesunts we 
would receive, after discussion perhaps of particular 
changes, after this initial program, subsequent purchases 
for the p rtnership -~ where there would be changes, we 
would receive a confirmation of their recommendation on 
either the green or the red form. Along about August, I 


Guess, there was a letter that indicated he wanted to 


bring his recommendations up to date, to have a record of 

the recommendations, and there would be discussions perhaps 

twice a month, on a pmuess, between he and T. In October, 
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I think, during one of these discussions, 1 learned that 
he had some information that indicated that the estimate 
of earninss on Giddings & Lewis, which originally I had 


assumed had been based on an increase in earnings, showed 


that the earnings were going to be not increasing but 


about the same, I think, at that time, based, J suppose, 


on changes, and I asked him whether we should continue 
holding it because it didn't seem to conform to what Il 
recalled to be this desirable feature of having investments 
only in securities where there was at least a 15 per cent 
increase in earnings, based on my original understanding 
from Mr. Chase. So he recommended that we sell it and I 
believe at *he some time we ton’: a loss in KLM. which 
was an offset for tax purposes. I think in connection 
with this we got an authorization to lpurchase Medtronic, 
3006 shares, at a limit which could not be accomplished 
at that time, although we did buy a hundred shares at a 
dollar over the limit. 

THE COURT: You mean you authorized the trade- 
to fo over the limit? Is that what your answer is? 

THR WITNESS: With 100 shares, yes, sir, 

THE COURT: The recommendation of the counseling, 
firm was at a certain ¢ ce, and you authorized the 
trader to exceed that price on a hundred shares? 
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THe WITNESS: Yes, sir, but the recommendation 


was for 300 shares, 
During this »veriod, April of 1967 through 
ctober of 1967, he practice of offsetting recommen-— 
continue in the sense that if cash was Renerated 
Sale a purchase was recommeiided, and vice versa? 
Generally. 
THE COURT: 
invested? 
nf sounds 
WaS some churning in the account. 
the impression you want to convey to me, I would 
understand what you are saying; in that 
that you are telling me, usinr this word 
t came time : oh inion of the counsellors 
7-0 keep the fund invested -- which 
the latter? 
The latter. 


All right. 


Between April and October of 19467 Aid eltner your 


mother your mother or the Anderson Company have 


account opened at any broker? 
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The Anderson broker did and my mother's account 


Q To the best of your recollection, was there any 


activity in these margin accounts during, that period? 

A Substantial purchases were made in the Anderson 
Company account, because it was bank and other broker - 
available funds that enabled us > fenerate this amount 
referred to in th -ount 
occasionally used margin account, but I don 
particularly significant. 

DEVINE: Your Honor, IJ have two letter 
exhibits which have been marked. I have no particular 
testimony with respect to them, but I want t ake sure 

are part of our record. Do I understand your earlier 
statement that I don't need to have any foundation testimony 
with respect to them and they will be deemed admitted? 

he only thing you have to concern 

yourself with is whether it is conceded they are prenuine 
and not privileged. 

MR. DEVINE: Could I ask for that concession on 
14 and 15, please? 

MR. DIAZ-CRUZ: Conceded. 

THE COURT: Let me see them, [t would be a food 
idea if vou were to pass these exhibits to us 
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me. 


We will in the interest 


recess. 


talked about up to n 


Let me have 


(Recess) 
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Q At any time between November of 1966 and October 


6, 1967 did anyone from Chase Incorporated inquire of you 


formally or informally about the asset: liabilities and 
the affairs of the Anderson Company or of your mother? 


You mean other than the marketable securities? 


Yes. 


jot that I particularly recall, There 


<, an appraisal by Mr. Bancroft in February of 


referred to certain cash amounts in my mother's account 


the order of magnitude of $2,000, or something 


like that. 
With respect to the trust, I inqu! 

Whipple, who as managing trustee kept and keeps 
on the trust, and his reply was that there wasn't this 
available cash passed on to Mr. Bancroft. ‘tnd with resnect 
to my mother, from what I have seen subsequently it 
appears that they were showing cash in the sccount 
relating the sale of stock dividends which as a cz2pita] 
Bain was distributed for my mother's income purpose 
according to my understanding, of the ways it was handled, 
profits from the account. 

Q During this period of November 1966 throurh 
October of 1967 was any kind of form or questionnaire 
submitte’t to you to be filled out by you with resnect to 
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the financial status and the financial affairs of the 
Anderson Company or of your mother? 

Not that I can recall. 

Specifically did Mr. Spindler inquire of you 
with spect to financial status or affairs of either 
account during that neriod? 

A I think there was some 
relating to the expected confusion that pumped 

the partnership account that preceded his inftial 

otf recommendations, 

At any time was any request made of you by 
anyone from Chase, Incorporated for the 1966 tax returr:s 
of the Anderson Company or your mother? 

Not that I can recall. 

In the period from October of 1967 through 
December of 1967, were investment recommenditions received 
from Chase, Incorporated? 


A Yes. 


Q Can you describe, as you have hefore, the 


routines and procedures that pertained to that period? 
A Well, 1 think [ mentioned, as far as the 
partnership 1s concerned, the Anderson Comnany, a discu 
with respect to Giddings & Lewis which led to our sale 
and a confirmation, and a confirmation for the sale of 
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KLM and recommendations to purchase Medtronic. ‘The market 
by late October I gather had started to go down and I 
discussed with Dick Spindler the condition of the family 
accounts and what appeared to me historically to be a 
declining market. 
It was from that discussion, I guess, that I 
‘erred that he wasn't apparently aware of the 
degree of our borrowings. 
There was as a result 1 guess some study by Dick 
Spindler of the account which led to his issuing, I think 
On the telephone, a confirming sale recommendatioy with 
a letter that indicated that he was reluctant to sell 
them, but he could understand one is reluctant to hold 
the securities in a declining market especizlly when you 
paying interest on borrowings to hold tre security. 

() vet's see if we can get that in order. Do you 
recall a specific conversation with Mr, Spindier during 
that three-month period with respect to sales of 
securities? 

I believe I called him up with the continuing 


mrarket decline. 


Q Can you recall when you called him? 


A I would say it was late ¢ tober, perhaps, the 
29th or 30th. I don't recall the exact date, but there 
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a letter immedi 


thereafter from him which 
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tely 
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| seem that we had rotten any 
reflect the decline in the 
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at 
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' 
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that you hold long, and thie effect of it -- 
When you say hold long, you mean a position 


already owned, is that correct? 


Yes, and the effect of it is to eliminate any 
future risk in those securities 
What was the purpose of the 
Sherwin Williams? 
Merely to defer the gain to January 
as she had z mulated a reasonable capita) 
for the calendar 1967 vear. 


When you say defer the pain, 


tax end, I guess the cas 


COURT: Just how do you 


THE WITNESS: Well, if the ] 
aged, held for a period of six months 
a short sale against the box is -- defers the 
of that gain until the short sale is closed o 
to be closed out. 
THE COURT: Hlow close it out 
by delivering? 
WITNESS: By delivering in this case. 
THE COURT: And if’ you deliver, in that cas 
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doesn't the delivery date for purposes of the transaction 
and recording cf the gain take the date of the short sale 
for taxes? 

THE WITNESS: Well, it may, sir, but the way 
we were nandling it I didn understand that it would, 


and we used the date of the delivery of the securities as 


closing out the transaction. 


THE COURT: You mean that you for tax purposes 
used the short sale date instead of the date when you 
deiivered the securities in the box? 

THE WITNESS: No, sir. Just the opposite, we 


used the date of delivery of the securities held long 


to cover -- close out the short sale as the date of 
realizing the gain. 

THE COURT: And you think that deferred the 
gain for taxes? 

THE WITNESS: Yes, sir. 

THE COURT: Did you ever get any advice about 
that? 

THE WITNESS: Not that [ presently recall. We 
have never been questioned, I think my mother's return 
has been reviewed -- I don't know whether that particular 
one was, but she has --~ 

THE COURT:. That makes a difference if the 
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particular one wasn't reviewed, doesn't it? 


THE WITNESS: But I may have asked John Whipple 


up in Boston. 

THE COURT: If your mother was running for Vice 
President she might have a different view. 

BY MR. DEVINE: 

Q Who prepared your mother's tax return? 

A A law firm in Boston known as Bachelder & Luther, 
now known as P.B Arnold. 

I think we may have it in the record. What if 
anything did you do in January 1968 with respect to the 
short position in Sherwin Williams in your mother's account? 

A We delivered on about the second or third of 
January the long position in her account to close out 
the short position. 

MR. DEVINE: I would like to offer Plaintiff 
Exhibit 61 in evidence. 

Q Still with reference to the perioc between 
October of 1967 and December of 1967 were you satisfied 
with the quality of the recommendations that. were being 
received during that period in Anderson Company? 


A Would you give me the dates again, sir? 


Q October 1967 throurh December of 1967. 


A Well, to answer your question I would say no. 


85a 


SOUTHERN DISTH- CT COUKT REPORTERS, U.S. COURTHOUSE 
FOLEY © (UARE, NEW YORK, N.Y. CO 7.4580 


= 


Anderson-direct ct 

Q What was the nature of your dissatisfaction? 

A Well, it seemed to me that we had not been given 
any advice to lighten up a rather large for us portfolio 
created with a lot of borrowed money, when presumably 
the changes that occurred in the estimates of earnings 


for the issuers with whose securities we had been involved 


@) Did you take any action in December 1967 with 


respect to this situation? 


What did you do? 

I discussed with a friend or acquaintance of 
some number of years the possibility that we might for the 
partnership obtain a different investment adviser. 

Q Did you have any discussions with 
Chase, Incorporated in or about December of 

es} situation at that time? 

After I had made arrangements I discussed with 
Dick Spindler the fact that I felt that the partnership 
should terminate the relationship at least f'or the time 
being. 

Q Let's get that conversation. Do you recall 
whether it was a telephone conversation or a personal 
meeting.? 

A IT believe it was a telephone conversation. 
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Do you recall when it occurred? 

A I would say toward the end of December, and ] 
think that there was a letter confirming it in early 
January. 

Q Do you recall what was said in the conversation 
and by whom it was said, referring now to the conversation 
between you and Mr. Spindler? 

A Not particularly other than very clearly my 
taking the initiative to withdraw the partnership 
securities and cash from their supervision. 

Did you do that? 
Yes. 
Effectively when did that withdrayval occur? 
As of the end of December, 1967. 
Q At this point I want to interject a question 


and come back to this. At any time did any representative 


of Chase, Incorporated request of you the 1967 tax return: 


for either the Anderson Company account or your mother's 
account? 

A Not that I recall. 

Q Commencing, in January of 1968 what situation 
pertained with respect to the tnvestment decisions, how 
they were made on the Anderson Company? 

A Well, I had established a relationship with an 
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investment adviser in California with whom my acquaintance, 
Jack Miller, had heen working I understood, 
Q I didn't hear the end of that. Would you 
repeat it? 
A With whom and for whom my acquaintance, Jack 


Miller, had been working. 


Q Who was that? 

A Charles Parfield -- Partridge, I am sorry. 

Q “as he associated with a company at that time? 
A Parfield and Company I believe was the name. 


) And what was the investment advisory relationship 
that involved Parfield and Company at that time, and how 
did it affect the Anderson Company account? 

A Well, Mr. Partridge, I understood was an attorney, 


and had been involved with the Winfield Fund at one point. 


He had told me of a limited number of investinent advisory 


clients which I think included one or more cf the 
chandlers, a family out on the West Coast. And he said 
that he could take on one more account in order to stay 
under the minimum of I think 15 persons, below which one 
does not have to repister under the Invectment Advisory 
Act of 1940 as I understood it. 

He also spoke of I think a minimun size of 
account. And so after some discussion it was concluded 
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that I personally ‘sould become his client for the purpose 
of principally obtaining advice with respect to the 


securities and cash in the partnership. 


Q For how long a period did Parfield and Company 
advise with respect to the Anderson Company account? 

A About seven months, something like that, although 
the term that was contemplated was one year. 


Q From what date to what date did Parfield and 


Company advise the Anderson Com, y account? 


puess it might have been 

end of December to the end of July 

Q What year was that ? 

A 1967 and July of 1968. 

Q During this period from December of 1967 througn 
July of 1968, who counselled Mrs. Anderson'; account, 
your mother's account? 

A There was -=- they stayed with Cha:e under the 
minimum fee arrangement then in effect. 

Q Did there come a time when the Anderson Company 
account was returned to Chase, Incorporated? 

A Yes. 

Q When was that? 


The end of July in 1968. 


Would you please describe the events 
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to the return of the account which immediately preceded 
the return of the account? 

A Well, one of the things that occurred was that 
in connection with an appraisal by Dick Spindler which [ 
received for the trust and my mother's account about the 
end of June, I understood that their minimum fee had been 
increased from a thousand dollars to twenty-five hundred 


dollars, and I had arranged to pay Parfield thirty-five 


hundred dollars, which seemed like a lot of money for 


lent advice and counselling. ‘So when the 
vent up, that was one of a number of things that led me 
to inquire about bringing the Anderson Company account 
back to Chase, Inc. 


Q Did you have any discussions with Mr. Spindler 


respect to bringing the Anderson Company account back? 


A res: 
Q When first do you recall any discussions 
Mr. Spindler on that subject? 
A Well, it would have been July some time. 
not positive of the date. 
Q Do you recall what was said in that discussion?. 
A Well, I believe he indicated a willingness to. 


He may have at that time indicated that he night have 


wanted to talk to Mr. Chase about it. I don't know. There 
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may have been something in correspondence that indicated 

Mr. Chase was away or something. At any rate I ¢t} 

was confirmed by a letter following whatever discussions 

did go on, a letter of mine the end of July 1968, 
MR. DEVINE: Could we have a concession on 16, 

17 and 18 at this point? 


MR. DIAZ-CRUZ: So conceded. 


Q Did you ever receive from Chase, Jncorporated 


an appraisal of the Anderson Company account #5 of the 


date of its return? 
A No. The date of its return was of June 6, 1°65! 


I think. 

Q Well, without getting entangled in the date of 
the return to which these documents pertain, did you 
seceive an initial appraisal as of any return date show!ni- 
the status of the Anderson Company account et that time” 

A No. 

Q Focusing on the period from Junr or July of 1968 
through December of 1968, will you describe once arain, 
as you have, the manner and procedures whick were followed 
during that period with respect to Chase, Ircorporated 
counseling of the accounts? 

A Well, when T had been up with my letter the end 
of July of 1968, a list of the securities and availiable 
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think probably some time in 1967 I started this typed 
insert, cardboard folder that I had. 


Q How long did you continue doing it? 


A Through about I would guess the fall of 1970, 
something of that nature. 
THE COURT: Can we say it was roughly during 
the period of the operation of the counseling agreement? 
THE WITNESS: 768... ‘S12. 
Q You were describing the nature of the 
‘ | investment counseling that was being received in the 


period July of 1968 through December of 1968, I woulda 


i] like you to go back to that and describe it. I don't know 

' how much you have on the record. You might repeat. 

9 A I had expected purchase and sale recommendations, 
merely because -- among other things becaus? there had 


been a substantial change in the issuers and the securitiec: 
and in the accounts between the time the partnership 
account left Chase's supervision in December of 1967 and 


the time they came back at the end of July of 1968. I 


didn't receive any formal recommendation, confirmation 
Ly) 
_ recommendation with respect to the partnership account, 
7 
i} 
| and talked I think a number of times on the telephone to 
oie Dick Spindler. The input at that time seemed to be more 
1] 
2 coming, from our broker, Eastman D)llon, who would call 
92a 
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9 
3 | accounts -— and he would call me and ask me about, or 
4 || mention when -- he thought a particular security looked 


| 
| 
2 | me -- and he was handling a number of institutional 
| 
| 
| 


attractive. It was as a result of such call I would call 
i Chase and usually talk to Dick Spindler, and generally 

( | these purchases would be authorized verbally although I 

| never received any formal confirmation. These consisted 


9 | of things like Foxboro,and American Smelting end Refining 


I think was another one. Occasionally an analys!s in the 


li office of Legg and Company would mention the names of 

i 
12 ! securities that he was recommending to oth's about which 
13 he presumably made a write-up -- I never saw any of the 

| 
14 | write-up. 
15 I would call the Chase organization and would 
16 be authorized over the telephone to make such purchases. 

| 
WV | Q During this July to December of 1°68 period, 
i8 | did you receive any written recommendation torms, any of 

i 
a || the green and pink forms for either account, to the besv 

I 
20 | of your recollection? . 
21 | A Not to the best of my recollection for either 
ve account, although I think in August of 1968 he did receive 

! 
23 | the final one for the trust account. 
4 || Q By final one you mean that after August of 1968 
20 none of this type of form was received for the trust 
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accounts? Is that what you me:n? 
A To the best of my recollection, yes. 
In 1967 and 1968 how many sources 
were you getting advice from on security transactions 
addition to Chase? 
THE WITNESS: In 1967, 1°68? Prior to the tim 
that the Anderson Company account was removed from 


supervision in 1967, I wasn't getting, investment a: 


-- counseling from anybody else;because of failures I 


believe to be advised to lighten things up,I went to 
another adviser the end of 1967 and got recommendations 
from him which seemed at times to be flowins throush fre 


- 


Fastman Dillon, who through the firm } } ad request 


4 


tne accounts be removed or sent. 

THE COURT: The sheet that you have, that 
attached and forms part of Exhibit 18, seems to 
form of a sheet for tax purpose: dicate the 

securities, purchases, gain and loss record, and shows 
transactions that apparently originated with Chase, and 
then there is EDUS. Who is that? 
THE WITNESS; Fastman Dillon. 
THE COURT: Then there is ‘PRDR. 
THE WITNESS: Partridge. 
THE COURT: Then there is TECH. 
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HE WITNESS: Yes. 


THE COURT: Who is that? 

THE WITNESS: That was a service that we 
subscribed to called an Indicator Direst. 

THe COURT: One of these statistical services 
that sends out sheets? 

THE WITNESS: Yes, 


THE COURT: Their cpinions? 


THE WITNESS: It was an investment letter. 


THE COURT: An investment letter. And you 
following their recommendations, too, weren't you? 

THE WITNESS: I believe there was one 
and one sale that they recommended that was involved 
our account. 

THE COURT: Peterson Products; dil you buy that? 

THE WITNESS: I don't think there is anything 
called Peterson Products. 

THF COURT: Here is a transaction scratched out, 
Peterson Products, 318 -- 


THE WITNESS: Poleron, is the same. 


THE COURT: Maybe. 

THE WITNESS: There was a stock dividend 
involved. ‘That is why the record was chanrced from a few 
lines below, where it mirht be different. Probably a 


95a 


SOUTHERN DISTH:CT COUNT HEMOHTERS. U.S. COURTHOUSE 
FOLEY UARE NEW YK ONY ee 


holding 
THE WITNE 
THE 


COURT 


Dillon and you fot 
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as I recall it. 


: That's right 


17) 
w 


: You got Hooker 


Chemical from Eastman 


several of these transactions from 


ver that name is, and ycu got Poleron 


Products from this TECH service, and some from Chase. 

THE WITNESS: After the account came back to 
Chase? 

THE COURT: No. Marked for Chase are purchases 
in 19 in the period of April, July and possibly August 


It looks 


source you could fe 


through Eastman Dil 
some money on that. 


THE WITNE 
account beginning 


THE 


COURT 


from a commission b 
THF WITNE 
THE COURT: 

were quite sophisti 


having been down th 
sood firms. 


Go ahead, 


SOUTHERN 0) 


FCLE 


in January 


like you were taking advice from 


t it from. And you bought 100 


lon's suggestion in 1968 and made 
S33 The broker was handling our 


1968, 


: You were retting investment advice 


roker? 


ea. P 
OO: Mr -— 


time I would imagine you 


cated in the ways of Wall Street, 


ere for quite a while with some of the 


Mr. Devine. 
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Y MR. DEVINE 
3 | Q Still with reference to the July 1968 through 
4 | December 1968 period, who initiated investment recommenda- 
tions as between you and Chase, Incorporated? ‘There were 
| 
6 two initiated communications on the subject. 
a ——a . ; 
yt THE COURT: As I recall he said about tips he 
1} 
c got from Eastman Dillon. 
9 Q Was there any time that you can recall specif! 
1 | Ally between July of 1968 and December of 1°68 when you 
1} e 
11 received a call ‘rom anyone in Chase, Incorpecrated witnout 
ZZ | your initiating some communication? 
) | T 4 
13 | A I can't recall. L would imagine they probat 
4 || called on several occasicns. 
ts Q Do you recall any specific occasion where that 
i6 | occurred? 
i | A No, I can't recall any specific occasion. I 
Is |] wouldn't want to say they did call. I imagine they did 
1 
19 |] call. 
20 l Q Do you recall whether any specific recommendat 
21 ] was made for the purchase or sale of any security a the 
} 
22 || result of a call initiated by Chase, Incorporated durin; 
at 
23 | that period? 
i 
2 || A Well, I don't know who initiated the call, bu 
| 
2 || they did recommend to the partnership account Scope, 
i 
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Incorporated in late November or early December, I am not 
sure which, of 1968, and I would imagine that a call must 
nave been initiated by Dick Spindler to tell me that he 
Was, as recall it, being transferred to some other 
activity, and that there would be a new account supervisor 
on the account named Henderson Inches beginning some time 
in December 1968. 

Q Betore we come to that, let's finish out with 
this July to December period. 

When the Anderson Company account was returned 
to Chase, incorporated, did you receive an initial 
program of purchases and sales, matched purthases and 
sales, with respect to the account? 

A No. 

Q At no time between July and Decemoer of 1968 
did you receive such a program? 

A No, there was an appraisal I gues; as of 
October 6, 1968, but there wasn't anything 2videntiary 
to me of the kind of review of an account that occurred 
in readings of the program in December of 1966, 

MR. DEVINE: At this time, your Honor, I would 
like to offer Plaintiff's 19. It is subject to the 
problem, as you pointed out, with one or tw)? other 
exhibits, in that the appraisal pares which this letter 
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MR. DEVINE: This is October 4 of 1968 for the 
three accounts, and I believe each one of th5 three would 
be in there. 
I have another copy, Judge. We can leave that 
book intact. I think you made a good suggestion. 
THE COURT: Have you another copy? 
MR. DEVINE: Yes, your Honor. 
THF COURT: Don't interrupt yours2I]f. 
MR. DEVINE: All right. I will come back to it. 
Q At any time did any representativ:> of Chase, 
incorporated ask you for copies of the 1968 tax returns 
for sither the Anderson Company or your motier? 
A Not that I recall. 
Q You mentioned that in December of 1968 the 
representative on the Anderson accounts changed. Would 
you tell us again who became the representative, primai'y 


representative as of that time? 


A I understood Henderson Inches did. 

Q How was it that you were informed of t hange? 

A By telephone, I believe. 

Q Do you recall when this call occurred? 

A At the end of November or early December, I 
believe. 

Q Of 1968? 
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A Yes. 


Q Is that a call that you made or a call that you 
received? 
A I don't particularly recall who initiated the 


telephone call, but they initiated the information. 
Q Who was it that you spoke to in this telephone 


conversation? 


A Dick Spindler as far as J] can recal) presently. 
Q What can you recall being said, and by whom? 
A The only recollection I have is that Dicr 


opindler was movinp, on to another area and Henderson 
Inches was being assigned to our account. 

Q In or about December of 1968 or January of 1949 
did you have any conversation with Mr. Inches regarding 
the manner in which Chase, Incorporated was to counsel the 
Anderson accounts thereafter? 

A No. There weren't any chanres that I recall 
being mentioned in any way. 

Q Did you have any discussion at or about that 


time with Mr. Chase regarding the manner of counselins 


2 


the Anderson accounts after that time, namely, December 
of 1968 or January of 1969? 
A NO, not that I reeald. 
Q Looking at 1969 as a whole year, calendar 1969, 
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T would like you again to tell us what you recall of the 
procedures and methods by which the Anderson accounts were 
counseled by Chase, Incorporated in that period? 

A Well, they seemed to continue the same way that 
they were being handled by Dick Spindler just prior to 
his disassociation from the accounts. In other words, 
there were not written confirmations of recommendations 
to purchase or confirmations of recommendat ons to sell. 
Most of I guess the input seemed to be what I supplied in 
mentioning securities -- mentioning issuers to Inches, 
and we would subsequently be authorized to vurchase it. 

The one case I can recall the account man 


Eastman Dillon calling me and saying there was some str 


going around that was good about Anaconda. So I calle 


up Henderson Inches and I said I didn't have earnings 


of relative information, and this is what I was relying 
On the Chase organization for. I mentioned this to Inc? 
and Inches said something about John just having bought 
that, fine, go ahead. So " think we bought to 3 

think maybe 300 shares in the partnership 

in my mother's account to tv recollection, I. think 
another hundred shares in [ne trust. Then {t seemed to 1 
the posttion might he kind of heavy in the tartnership 
80 we cut it hack to 290 stares beenuse 1t was based on 
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THE COURT: 


your testimony whether vou 


what you were paving for or not get 


VOU 


Fox. Were/satisfied that when vou 


convenience that vou were passing 


expressed themselver: 
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were naving for? 
THE “JITNESS: That r understandind. 
rim COURT And when they functioned on ‘our 
10oOns you thoudht ve gqettin rou T 1 "Ss 
ths WEiTHESS:: Yes, ae 
THE. COURT: Then © iS-% EFLELC 
ttingd money's vorth Whet were t 
e commlaining about in this case? yu Wwe?) 
atin ou were ] na money. Yau ere 
the purc’ fee and Sal : fou say you didn’t 
1S Fy the r SOUrTCeES yin + 
Advice You aot their advice ard vou mn 
av tl that was service that you believe 
Fry the aayvment. + is t ¢ cri ‘15M 
went iqainst vou Ltimately; > that bert 
THE: WIP >: They disapveared. Lat ) 
ting point of vi I quess is one of man 
tin COURT: You mean the reconrendations 
vani hina nointk? 
IR WITHENSS: The initiation copearcd to, 
“ht . 
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mina from 


many issuers that were 


Go ahead 


BY MR. DI 


During 1969 did you communicate 


the Chase, Incorporated security 


THE COURT: Have. you come to a convent 
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letter wi! Inches? 


u receive any 


I recall. 
you recall whether any oral 
letter? 
particularly. 
Would you please describe the events 
to your preparation of this letter? 
1, I think some time before we 
hac received, a copy of what was entities 
-h contained names of a hundred more 
with earnings information and rati 


T ruess thore hod 


ne 


between Mr. Inches and myself on the telepnone 


these, and I PS I s that he haa 


the ranking had been changed from what was 


»noOWwnN 


earlier lists, and it was my desire to indicts 


A 


would prefer to receive recommendations on 


rated securittes. 
I show you } i PP es Exbints 
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that document? 


documents of tha 
Oorporated, exl 
I can't recall. There may have 
conversation n whic h [Inches mentioned 
or somethingr 
about the time of your receipt? 
you receive aiy recommendatic 
Incorporated which reflected the policy cha 


percentages which is referred to in Plainti 


Well, I think in my mother's a: che company’ 


account about that time we sold Reading 
debentures and some recommendations 
don't know whether the 

reduced our liquidity. 

MR. DEVINE: Your Honor, 1 would offer at 
time Plaintiff's 26, and here again jit will require 
addition of some appraisal sheets as attachments 

Q At any time did any representative of 
Incorporated ask you for copies of the 1969 tax retu 


for either the Anderson Company or Mrs. Anderson’? 
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Not that I recall. 

Q Now moving on to calendar 1970, would you once 
again explain what the procedures were in effect during 
that year with respect to Chase, Incorporated's counseling 
of the Anderson accounts? 


A Counseling procedure seemed to continue as it 


va 


nad in 1969, the very initial portion of the year. 


cverything seemed to be ver*al without confirmations 
except as they occasionally appeared or wer? reflected 


or initiation occurred in the four months a opraisal 


Did you receive during calendar 1170 ua 
or sale recommendations which were initiate by 
neorporated? 

It is hard to remember without re!err ng to 
some appraisal, I guess. 

Q Do you have any specific recollection cof any 
recommendations initiated by Chase, Incorporated in 
calendar 1970? 

A I should think there should have been 


I draw a blank at this instant. Wel? 


let's see 
you want me to refer to any documents? 

Q Not at this point. Let me see if 1 can refresh 
your rec llection, Do you reeall anv recoriend 
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conversations with respect to a security known as Syntex: 


The difficulty may be this may have been a 1969 or 1970 


transaction. 
A Yes, in 1969 I recall Mr. Inches 
sntex and verbally recommen: zit in at least 
telephone conversations. I hesitated to proceed on 
his recommendation because I recall at that time it was 
ranked number three, and I had perhaps only 2 month later 
ox a few months before asked about the security ranked one 
but we seemed to feel this was about the best thing we 
d purchase, so reluctantly in the par. ership we 
purchased 50 shares which was an odd amount for 
purchase, and I recall doing it that way, so I would 
remember that it was reluctant. 
How did you know that it was ranked three? 
A Because I think I asked him on the telephone 
the time. My recollection was that it was rankea 
Q Did you have any discussion with nim in 
with respect to that security? 
A Yes, the broker called me from Eastman Pi 
and said that he heard that there was a bad racnine’ 
going around about Syntex among, the Institutions 
was in touch with, and supested that we coriider 
it When I beard this, or upon hearing, this 
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up in Bostoi. and passed on this information and 


him what we should do, and he said to hold it. 
When was that to the best of your recollection? 
It was in January of 1970, to the best of my . 


recollection. 


Q 


Incorporated had recornended that 


position or the S 


A 


mine 


that 


we 


Did there come ” time in 1970 when Chase, 


you sell your 


e + 
oOVNnveX 


yntex position of the Ande:*son Company? 


There was a letter from -- in rep .y to one of 


from John Chase where he indicated I think in March 
Should, from recollection, sell it ‘ater, but 


there wasn't a statement to sell it at that time as I 
| recail 3%: 
| ” 5 
Q Before I mc e to that letter, let me ask whether 
| at any time any representative of Chase, Inrorporated 
i} 
| asked you for copies of the 1970 tax returns for either 
1 , : t . 
Mrs. Anderson or the Anderson Company? 
i} 
\ 
A In 1970? 
| 
Q A 1970 return, 
| A Not to my recollection, no. 
| Q I show you Plaintiff's Exhibit ]7. Is that a 

letter that you wrote to Mr. Chase? 

A Yes . 


Are those anneyed enclosures the enclosures that 
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2 | were sent to Mr. Chase with that letter? 
| 
a | A I believe so. 
4 | Q Were those enclosures requested by Chase, 
\ 5 || Incorporated, or did you volunteer them? 
| 
6 A I believe I volunteered ther. 
7 MR. DEVINE: Your Honor, as to this exhibit l 
a | do have a copy which you can lcok at. 
9 || Q Did anyone from Chase, Incorporated communicate 
10 | with you about the enclosures with the letter whicn is 
11 Plaintiff's Exhibit 27 after the date of the letter? 
i| 
ate 7 , : 
12 A Well, there was an answer from Mr. Chase. 
3 Q No, just with respect to the enclosures for the 
} 
14 | time being, did you receive any communication from anyone 
” b fj at Chase, Incorporated with partic3lar reference to the 
16 | enclosures? 
H 
7 || A Not that I recall with particular reference to 
sc || 
he is | the enclosures. 
19 || Q Did anyone ask you for an explanation of them 
20 |] or more information with respect to them? 
i} 
| 
21 | A Not ‘hat I recall. 
22 || Q With respect to the letter, there is a reference 
| in the letter to certain, I think it says, unusual 
1} 
2A i withdrawals. Do you see that portion? 
yas) ! A Yes. 
| lila 
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a Q Did anyone from Chase, Incorporated ask you 
TT 
3 about the nature of or the purpose of the withdrawals to 
| 
4 which you referred there? 
ey A Not that I recall. 
© | THE COURT: What did that refer to by way of 
aan | amount and purpose? 
& ~ tr } | 
THE WITNESS: As far as the withd)awals are 
9 | 
{| concerned? 
4 
ode | THE COURT: Yes. 
1} 
| THE WITNESS: It refers to withdrzwals of botn 
J j 
l| 
i} a cash, I believe, nature from my . other ar’. also an 
| 
19 {I 
. adjustment between my mother and the estate of my father, 
I , : 
4 i based on IRS audit of my father's estate ta» return 
15 | relating to the valuation of the partnership interest in 
6 || his estate, as of the date of his death. And rather than 
oo 
pursutng it further, we decided to settle it by distrituting 
\ 
US \ from the partnershin with the account of my mother to ‘ne 
Q | 
19 | trust through the estate 15,000 5 per cent debentures due 
HI 
0 | 
any in 1974. 
oy | 
al THE COURT: And dollar-wise how much were these 
ie ol unusual withdrawals? 
23 | rae ‘ 
| THE WITNESS: Well, that was part of it, and 
2 | 


that was $15,000. IT do not recall now wnat other 
addition..1 withdrawals had been made hy my mother, 


ll2a 


SOUTHERN DIST CT COURT REPORTERS US COURTHOUSE 


Anderson-direct 114 


| THE COURT: Did you ever tell them what the 
3 withdrawals were for? 
4 | THE WITNESS: Not that I recall. TI don't 
5 | recall beinm asked. 
6 | THE COURT: They had no veto power over your 
} 
7 | mother's withdrawals, did they? 
6 THE WITNESS: No. 
9 | THE COURT: And if what concern would it be if 
10 | your mother wanted to withdraw money for her personal 
il || purposes, of what concern would that be to Thase end 
2 Company? 
13 1 THE WITNESS: Well, this relates :o securities 
i being in one case transferred from her personal security 
15 account to the partnership to compensate for that withdrawal 
16 THE COURT: Yes? 
17 THE WITNESS: In the other case, it related to 
| 
18 proposed contributions by my wife to become an additional 
19 | partner of the company. 
oe 7 THE COURT: But you weren't seeking any 
21 counseling, on whether to make tnose withdrawals or changes? 
| THE WITNESS: No. 
~ BY MR. DEVINE: 
a | 


| Q Did the withdrawals which are referred to in 


25 


Plaintiff's Exhibit 27 have any impact on the financial 
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position and status of your mother at that time? 

A Well, it reduced the partnership account by the 
amount of the withdrawals. 


Q Did that have anything to do with her needs 


Yes. 
During that time period? 
Yes, the withdrawals were for her personal 


except to the extent that there was this unvsual one 


unusual oneg, to the trust, that go to the trust. 


Q Did you receive a response to Plaintiff's 
Exhibit 27? 
A Yes. 
Was that written or oral, 
It was written. 
I show you Plaintiff's Exhibit 24. Is that the 


in response to Plaintiff's Exhibit) 277 


Q It is a short letter and I don't have a 
Maybe you could read it into the record. 

A From John Chase to me, care of Ler and Company. 
"Dear Doug: With respect to your letter of February 26th 
in which you contemplate adding 150 shares ¢° Genern] 


er 
i 


fotors and 100 shares of Johnson & Johnson tu. the company 
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portfolio, we believe this would enable you to eliminate 
some of the less promising investments. Initially we would 
be inclined to use the appreciation on the General Motors 

to offset losses on National Casket, Avnet and probably 
L.V.O. At a later date it would be desirable to consider 
taking losses on Scope and Syntex against ycur Johnson & 
Johnson. With the proceeds from the sales ve would strongly 


reco'imend that you make investment from our regular or 


"A" Lists. It was nice to hear from vou. bith kind 


regards, John." 
COURT: Now, who had recommenced Avnet to you? 

THE WITNESS: This Avnet had been a stock the 
name of which was mentioned by the broker Eastman Dillon, 
and of which I believe I called Mr. Inches it was at that 
time, who I :2¢call, I believe I recall -- 

THE COURT: Not one of their lists, it was 
Eastman Dillon's suggestion, wasn't it? 

THE WITNESS: Yes. 

THE COURT: How about National Casket? 

THE WITNESS: That was recommended by Par/sield 
and purchased before the Chase took over the supervision 
of this account toward the end of July of 1969. 

THE COURT: Who recommended the third one, was 


it L.V.O.? 
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MR. DEVINE: Yes. 

THE WITNESS: L.V.O. 

THE COURT: Who recommended that one? 

THE WITNESS: That I believe was a security 
that was mentioned to me by Jim Finley, and about which 
I called Henderson Ieches, I believe, and he told me to 
buy it. 

THE COURT: So that the three thas they suggested 
eliminating from the portfolio came from soirces other 
than the Chase recommended list; is that ri tht? 

THE WITNESS: They were not, I la:er learned, 
on the Chase list, that is correct, yes. 

THE COURT: The source of the information that 
you got and which generated as a susrestion was not 
Chase, it was the three sources that you meritioned; isn't 
that right? 

THE WITNESS: The source of the name, yes, sir. 

THE COURT: And they were suggesting that in 
replacement that the proceeds be used on things thnit they 


were followinse up particularly; isn't that so? 


TIF WITNESS: That were on their regular “A" 


THE COURT: Did you do what they sugested? 
THE WITNESS: L think we sold the b.V.0. and 
116a 
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2 Scope and Syntex were sold later. We wanted to show a small 
3 | gain in the partnership for fiscal year end purposes. So 
4 | the General Motors and the Johnson & Johnson were sold 
5 | prior to April 30th, 1970. 

6 THE COURT: Did you sell the National Casket 

7 thereafter? 

8 ] THE WITNESS: No, because I think if we did we 

| would not have been able to show the small yain that I 

_ 10 | felt was desirable. 

ll | THE COURT: So you overruled their suggestion? 
12 | THE WITNESS: I didn't want to operate the 

13 |i company as a loss, which I think would have generated -- 
14 \ THE COURT: Tnat is the same thinj:. You decided 
15 | not to accept their suggestions? 
16 THE WITNESS: I don't think that -- 

17 | THE COURT: They suggested the sa.e of the 

18 Avnet and they sugested the sale of the National Casket 
19 and you decided against it and didn't do it isn't that 
20 | what the fact is? 
21 | THE WITNESS: Yes, for that reascn,. 
22 BY MR. DEVINE: 
23 | Q When you received Plaintiff's Exhibit 28, did 
2A you have the tne current Approved and "A" Approved Lists 
25 of Chase, Incorporated? 
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9 } A I don't know. I had one dated in vanuary. 
3 | Q Were you receiving those lists on a regular 
4 basis from Chase, Incorporated? 
5 | A I don't believe so, 
6 | THE COURT: How many of those lists have you got 
7 | in your possession from 1967 on? 
8 | THE WITNESS: We have one in the summer of 1969 
9 } and one in early 1970 and then some computer print—out 

1} 
10 I or something later. 
1 || Q So is it your testimony that you iave two or 
12 | three lists over a five year period? 
13 | A Yes, 
14 ! Q During the five year period from 1966 to 1971, 
15 ! did you know how often these lists were belig issued? 
16 A No. 
17 | Q Did you receive any minutes of th» securities 
18 | Selection committee of Chise, Incorporated which indicated 
19 | changes and updates on those lists? 
20 | A I think I saw the -- minutes of the securities 
21 selection committee, no, I do not believe so. 
22 } Q During that five year period you didn't receive 
23 the minutes of that committee, is that correct? 
24 | A I don't believe I received any sut sequently. 


S 


i] THE COURT: Did you expect to receive their 
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No. 


Q After March 10th of 1970 did Chase, Incorporated 
begin to provide you with the regular and "A™ Li 
A Not to my knowledge. 


Q Did you receive any after March 13th, 1970 -- 


dated in 1970 or any subsequently? 


A It was this computer print-out that came through 


some time in July to my recollection, but i: wasn't the 


same form as the other one. 


Were you receiving these s on a regular 


I don't know. 


After March 10th of 1970 did Chast!, Incorporated 


ever inform you as to which of the securities on the 
regular and "A" Lists the Anderson Company account should 


buy? 


A Not thut I can recall. 

Q Did they ever tell you how many shares of what 
Stock at what unit price to purchase with the proceeds 
of the sales that had been made in resnonse to that March 
10, 1970 letter? 

A ND 


Q After March 19, 1979 did there ever come a time 
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hase, Incorporated told you 


time had arrived to sell Johnson & Johnson, 


A Not that I recall. 


Q During calendar 1979 did ac titional 


Scope or 


become available for investment in the Andev7son Company 


account? 


A Yes. 


Q Excluding from that security cont *ibutions or 


loans to the partnership, how much in total 


for investment during calendar 1970? 


A For the Anderson Company? 

Q Yes, for the Anderson Company. 

A About $90,000, I believe. 

Q When was that? 

A On July 3lst,. 1970: 

Q What was the source of that addit: onal money? 
A That was generated on account of cur sale on 


that date of the real estate in Cambridge. 


Q Did you inform Chase, Incorporate: 


became ava’ lable 


A IT believe I informed them of the contemplated 


sale and also informed them of the addition at a later 


time of the proceeds to the account. 
THRE COURT: When was this, in what 
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The sale occurred on July 


THE COURT: That was at about the time that you 
were going short on stock, weren't you? 

THE WITNESS: We had a few short 

at that time. 

THE COURT: Did they ever advise 1,ou to go 


short on 


't they tell you tnat they 
not in the business of advising short sales‘ 
THE WITNESS: They said sonething to that 
originally. 


THE COURT: So you undertook to b: the Ande -on 


Company to go short, Seaboard Coast Iine 


of which you picked up a loss on each stock, 


THE WITNESS: Those are hedzes. 

THE COURT: They were short sales, weren't trey? 
Weren't they put in as short sales? 

THE WITNESS: Yes. 

THE COURT: And when vou put them tn to short 
sales you had to tell the trader they were short sales 
so that he could dispose of them on an uptac? 

THE WITHESS: That was handled by =a 
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HE COURT: 


that is the way the short sale 


3 || was handled on an uptake, not on a downtake, is that right? 
4 THE WITNESS: Yes, as I understand. 


| THE COURT: So you had to give them specific 
| 
6 | instructions it was a short transaction? 


THE WITNESS: I believe <9. 


8 | THE COURT: You didn't tell them .t was a hedge 


9 transaction, you told them it was a short titansaction? 
10 II THE WITNESS: That's correct, that: is what I 


THE COURT: 


And you were selling ‘'onsolidated 


Oil and Gas shert at that time, and First Netionel City 


Corporation short, weren't you? 


15 | THE WITNESS: First National City, the date of 


the transaction was in March -- 


THE COURT: February 22. 


THE 


WITNESS: 1971, I helieve. 


THF COURT: Yes. You went short cf Austral Oil] 


20 in June of 1970. Do you recall that? 


THE 


WITNESS: Yes. 


eal 


22 || THe COURT: And then you went chort of Foxboro, 


23 || and one I don't recognize here ~- oh, Canadian Superior. 


All of these short sales resulted in canita? losses to the 


Anderson Company, didn't they? 
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THE COURT: And they were all made on your 
responsibility and advice, isn't that rizht? As a matter 
of fact, there is a whole slue of them here, I didn't 
notice it on this page: Seabord Comnanies Lines, Walco, 
Syntex, General Telephone and Electric, Payno, another 
one on Austral Oil, another one of Canadian Superior Oil, 


British Petroleum, Cities Service and Foxboro, all resuitin¢ 


in short transactions, weren't they? That ls the list of 
> 


your 

THE WITNESS: That is the 

closed out, j sit, 

THE COURT: As a matter of fact, wnat you were 
doing was selling short and covering within a period of 
a week or two, isn't that so? 

THE WITNESS: I think very early. 

THE COURT: No, if you sold on Ma; 6 and covered 
on May 28th, or sold on May 15th and coverec on May 28th, 


you weren't doing much hedging, you were really speculating. 


weren't you? 

THE WITNESS: That 

THE COURT: That's rijsnt. That is when the 
market was taking its bir, tumble. 


THE WITNESS: And I was hedeing mv vosition. 
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THE COURT: All right. 
DEVINE: 


In 1970 when the additional $90,000 became 


b 


for investment in the Anderson Cornany account, 


did you receive any program of purchases or uses for that 


Incorporated? 


respect to s! Sales,when first in 1970 
made in the Anderson Company accourt? 
guess in March 

Would you describe the circumstances which led 
to the first of the short sales? 

recollection, my wife was to contrivute 
some Johnson & Johnson, her initial contribution as 
partner to the company. The short sale was made in 
contemplation of that contribution wnich was made and used 
to close out the short position. 
Q When next was a short sale made in the Anderson 
Company account? 

[ think some time in April »% h what develoned 
into a 160 point decline on the Dow Jones Average without 
particular warning along the way. I started to hedge our 
various long investments by creatine short nositions. 

When you say hedare, would vou describe wnat 
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mean by hedging position as you did it at that time? 
A By selling an equivalent number of shar S$, or 
approximately an equivalent number of shares short 
against a long position. 
Q fow, is the net effect of a shot sale o: that 
kind to place the account in a short poesitic Ss the 
net effect to place the account in a cash pc sition? 
is to generate cas! and to eliminat 
price motion of tne: 
f a short positi 


or a hedge position is created, 


is to take the investor out of the market, is that correct? 


A That substantially it, yes, sir. 

Q Whichever way the market goes, the investor 
remains in cash and the market has no effect on the amount 
of cash that he holds, once he estavlishes tiat kind of 
a position; is that correct? 

A That is my understanding. 

And was that your understanding at that time? 

A 

Q And why was it that you put the Anderson Company 
Substartially into this cash position at that time? 

Because I was concerned with the r:.pid downward 


motion in the stock market and with these Stocks in prenera) 


125a 


SOUTHERN UO1%)1 T COURT fi POHTENMS, US COURTEOUS 


FOLLY UAE NEW WOK wo cer 7 ASP 


’ 


2 


ise) 


10 


13 


14 


18 


19 


20 


ywkm Anderson-direct Let 


absent any particular advice for sales or purchases from 
Chase. 

Q At this time in April, May of 1970 wher the 
market started this decline, as you related, did you 
receive any recommendations from Chase, Incorporated with 
respect to purchasing or selling securities or in changing 
securities from one to another? 

A Not that I recall. 

THE COURT: As it turned out, you didn't foresee 
the -pswing in 1971, 1972 and 1973, did you? 

FE WITNESS: No. 

THE COURT: And if you had held on to your long 
position, despite the downswing which start2d in S-pterher 
of 1969 and ran through the summer of 1970, vou would 
have seen higher prices on the stock that you were long 
and shorted in the spring and summer of 1979, isn’t that so 

THE WITNESS: I guess there would have been 
higher prices on the recovery, yes, sir. 

THE COURT: So your guess as to what the market 
was going to do was not as food as the ruess of Chase 
on balance and over a lonr term? 

THE WITNESS: LI wouldn't expect my fruegs would 
be as pgood as theirs, sir. 

THE COURT: But you were the one who issueca the 
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orders. + 
THE WITNESS: With *spect to hedging, yes. 
THE COURT: To sei. stock? 
THE WITNESS Yes, 
BY MR. DEVINE: 
Q In April and May of -- 
THE COURT: Of course, thev have reversed 
~~ 
themselves again in 1974, haven't they? 
‘ 
THE WITNESS: It woulda appear that way, ves, sir, 
Q In April and May of 1970, do you «now whether 
Chase, Incorporated was aware of the snort dositions that 
re 
you created? ‘DY 
gs 


A I had no reason to Suspect they weren't, 
because to the best of my knowledge they were setting 
copies of confirmation Slips as these were ;enerated by 
Eastman Dillon and copies of the monthly Svitements on 
the partnership and my mother's account. 

THE COURT: But the main thing yo. know of that 
they could do to prevent you from short selling at a 
time that they thought the market was still food, 
THE WITNESS: In, let's Say, August of 19 -~- 
THE COURT: Yes, 
THE WITNESS: Yes 
THE COURT: Is there anythinr they could have 
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done to prevent you from selling to the Andersen Company ? 


THE WITNESS: Two thins. One, five sie nositive 
written recommendations reflectins a Pprogran-to weilt<e> 
$380,000 worth of cash that was in my mother's trust and 
partnership account; two, to eliminate the morgin account, 
because the cnly reason the margin account 2s to exist 
related to borrowing in connection with 2 r-al estate sale, 
which sale of real estate -- subject *s real estate sale, 
which sale occurred on July SLSL 2570), 

THF COURT: So in effect then what. you are 
Saying is that they were your trustees: end Lhat 
Shouldn't have been let loose to do your owr trading? 

THE WITNESS: That's correc. I should have 
received -- 

THE COURT: Is that the contract that you mace 
with them in your judrment? 

THE WITNESS: Well, the contract involved 
investment supervisory services, and I believe that is 
what is implicit in that in connection with the needs of 
each client, yes, sir. 

THE COURT: You thought that you were polInsr ia 
to a trusteeship with them? 

THE WITNESS: Piduciary reJationship, yes, sir. 

THE COURT: Well, fiduciary relation&Ship is a 
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LAYER S 

word that covers many iagses of meanings, but what you 
are describing is that they shoulda have restrained you 
in some physical way SO you couldn't issue orders to 
the traders to do the things that you dil ado. Now, I 
want to know wHat capacity or power they had to do that 
under the arrangements between you and your mocher, 

THE WITNESS: Well, they had a trading 
authorization from both of us, 

THE COURT: Which they never evercised, isn't 
that right? 

THF WITNESS: That is to the best of my 
knowledge, but they had the authori zation. 

THE COURT: All right. Go ahead, Mr. Devine. 
BY MR. DEVINE: 

Q if an April, May, June and July, in that period, 
1970, you had received a program from Chaise, Jecorporated 
for recommended Purchases of securities W:.th respect to 
the several hundred thousand dollars in czsh which the 
account had at that time, would you have considered act.ing 
upon that program? 


A I certainly would have. 


Q And was it your hope at that time to receive 


&@ program of that kind? 
Yes, it was. 
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Q And is it your testimony that no one at Chase, 

Inc., ever called you during that period to give you 

one suggestion as to how to use one dollar of that amount 


of cash? 


A At one potnt I did get a telephone cali from 


~ 


| John Chase in which I understood he wanted ne to close 
in 
out all of the short positions,and I was reluctant to 


do that because my understanding of close-o't would have 


| meant that as opposed to a cost basis of on» hundred 
! 

| 

} 


es Lt | something something, 140 or so thousand, anil a market 
a valuation which was with respect to most of cur portfolio 
3 | hedged, that closing out would have realize: losses of 
14 perhaps 50 or 60 thousand dollars as arainst a tax gain 
i) || that I had reported to him in a letter dated Octcber 2nd, 
16 | I believe, of $105,000. And I just diuw. ‘eel like 
si taking that kind of a loss on a vernal basi:, as most of 
18 the securities that we had purchased had cone on 2 verbal 
19 | basis from an associate of his that had beer assigned to 
20 a 
our account. 
21 In addition to that, and during that coAversat_on 
a | I think Mr. Chase said something to the effect why don't 
= you try the Chase Fund, and that didn't seem varticularly 
a responsive to our needs at the time, and as far as the 
s ! trust was concerned it could not buy that, and I believe 
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realize any kind of a suitable 5 or so per cent yield. 


Q With the exception of Mr. Chase's comment,"Why 


don't you buy the Chase Fund,"which as I understand your 


testimony occurred later in 1970, I want you to focus 


on April, May, June, July of 1970. And did vou receive 


any recommendations from anyone at Chase, Incorporated in 


those four months with respect to the use of any of the 


cash which was available 


ies 


at that time? 


A Not that I .recall or can find in vriting. 


Q I show you the 
from Eastman Dillon with 
account, and ask whether 
that a duplicate of that 


Incorporated. 


May 31st, 1970 monshly statement 
respect to the And>2rson Company 
you have any reason to believe 


statement was-not ent to Chase, 


A I have no reason to believe it was not sent. 


Q What does that 


statement show under the neading 


"Short Account"? Without reading all the entries does it 


show any short positions, 


does it show any short 


transactions having occurred during the month, being 


reported on? 


A Twenty-four transactions and a substantial short 


position which effectively hedged our prior long position. 


Q Now, in the four wecks following the date of 


that statement, prior to the rendition of the next monthly 
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Statement, did anyone from Chase, Iecorporated initiate 
any communication, written or oral, to you with respect 
to the short sales and the short positions that are 
discloced by that statement? 

A Not that I recall. 

Q Did anyone from Chase,Incorporatei communicate 
tO you any recommendation with respect to use of the cash 
which these short sales generated during the four week 


period following the date of that statement” 


A No, but these short positions, I 


~ 


hink with *ne 
exception, were all covered within the next five or so 
days, so that th5 position at the end of thr follering 
month was substantially lone. 

Q Well, would you look at the staterent for the 
next month and without describint every entry tell us wat 


the short account shows now? 


A 303 shares of Occidental Petro: un Corporation 


= 


common and 15 shares of Occidental Petroleum, 360 


convertible preferred. 


Q In the short account? 
A Yes, sir. 


And no other short positions or short transactions 
A A lot of short transactions but no other short 


positions at that time at the end of that nevtod, 
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Q Was the effect of the short transactions durinz 
that period to close out the short positions? 

A No, the effect of the short transactions was 
to cover the short positions. 

TH™ COURT: When you say to cover, you mean “o 
go into the market and buy the equivalent security? 

TH® WITNESS: Yes, sir. 

THE COURT: You didn't deliver from the box on 
any of these transactions, you went into the market ant 
covered by purchases, isn't that right? 

THE WITNESS: Yes, sir. 

Q Did there come another occasion ir. 1970 when 
you caused short positions to be taken by the Anderson 
Company account? 

A Yes, in connection with a Penn Cer.tral bankruptcy. 
I believe, in late June. There were a number of hedge? 
positions created by short snles, so-called naked short 
Sales generally in odd lots. 

Q Would you look at the next monthly statement for 
the Anderson Company account, please? 

A This is Jwiv? 

Q The one after the one you just spore of, 

Whatever it is. Give us the date of it wher you come to it 

A July 31st, 1970. 
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Q What is the status of the short account as 
disclosed by that statement with respect to positions and 
transactions during the vorior period? 

A Well, there are 21 short sales and it looks like 
4 covering short sales with respect to the pvrevicus 
position of Occidental Petroleum. 

Q What is the position of the short account at the 
end of that peri i as reported by that stat2ment? 

A There is a closing balance, credit balance of 
30 odd thousand dollars andi 17 short positions, all but 


3 of which hedge our existing long position. 


2) 
KH 
“ 


it true that the substantial e‘fect of thi: 
series of short transactions was to put the Anderson 
Company account back into a cash position again? 

A Yes; substantially. 

Q In the four weeks followings the stateme: 50 
which you have just referred, the July statument, did 
anyone from Chase, Incorporated initiate an: communication 
to you regarding the short sales or the shot nositions 
that are disclosed by that statement? 

A I have nothing in writing and recall nothing In 
Writing on it. 

Q Do you recall anything, orally in the four months 
followirs that statement -- excuse me, in the four weeks 
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following that statement? 

A  , There may have been some comment by Mr. Inches 
to do something with them, but there wasn't any positive 
program, there were no recommendations for the trust to 
the best of my recollection, which was a Substantial cash 
position, nor for my mother's account. 

THE COURT: I don't understane you, fir. Anderson. 
You told me that during this period you were of the firm 
Opinion that the market was headed desperately downwar:. 
Are you Suggesting by these last answers trait you make, 
that because you had "hedged" your position by short sales 
that you expected Chase to Bive you buy recommendation-? 

THE WITNESS: It would seem -- 

THE COURT: At a time when you weve so certain 
that the market was headed down and were heivily short, 
With 20 or 17 short positions? 

THE WITNESS: These are hedged positians, sir, 
which have the effect of Generating cash and eliminating -.- 

THE COURT: Do you believe the market should be 
bought during that period and not sold? 

THE WITNESS: I didn't pow. 

THE COURT: But you were acting, as if you thought 
it should be sold, weren't you? 


THe WITNESS: [. eliminated most of the risk in 
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continv * with these securites positions. 

THE COURT: Are you now sugresting that Chase 
Should have advised you to reassume the risk that you had 
eliminated? 

THE WITNESS: Well, I think it wo:ld have been 
very helpful if they had sent some reflection of the 
additional cash that was in the accounts, aid whether 
some treatment should have been -- with ressect to each 
of these securities whether we should cover it or close 
it out because of the change in rating or rinking, or che 
outlook for its earnings at that time. 

THE COURT: You had already effer::ied the shore 
sales. What did you expect them to do? 

THF WITNESS: Provide long recommendations. 


THE COURT: Tell you to make some more short 


THE WITNESS: :No, provide ions recommendations. 
THE COURT: Provide hizsh recommenc ations? 

THE WITNESS: That is what T expected. 

THE COURT: Wouldn't it have been totally » 


inconsistent from your own point of yv 


mete 


ew and conduct? 
You had been selling short in June, you had heen selling, 
short in July, you believed the market was roing down, 


Penn Central had happened. ‘There was chaos in the marvet. 
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1 |} Jjwkm Ardersorn-direc> ] 
|] . 
2 || Are vou saying to me tha* vou exnected “hem *o aive vou 
l| 
3 | buy recommendatiors? 
4 | THE WITNESS: If *heir inves*mer* nolicy was such, 
5 || *ha® should have been aiven, ves. 
6 THE COURT: Wasn't there inves*mer* pnolicyv *o huv 
7 |) in that marke*? 
\ 
9 | THF WITNFSS: I do rno*® knov’. 
9 || THF COURT: Did vou ask them? 
Jean ‘ 
10 |] THE WITNESS: TY don'* recall ot*er -han receiving 
11 |} a letter from Mr. Inches which referred *o “yw cornfusira 
12 | things ¢o me. Ore was a hackward look on the marve* which 
13 | said that eiaht and a half year low in *he Yor ard another 
| 
l4 || referred +o future purchases at thoroudhlv sod at levels. 
er a F P 
1 | THE COURT: Yes? What did that mea: to sou? 
} 
16 || THE WITNESS: T coi: used me. 
17 | THE COURT: Or. 
18 Go ahead, Mr. Nevine. 
19 || BY MR. DEVINE: ° 
| 
20 || fa) To clarify this if we can, “r. ‘nderson, when the 
| 
| 
21 || short sales aoainst *he hox or the hedae nositions were 
\| 
22" created in June, Julv ard thereafter ir 1979, *he effect of 
oe 
ai tha* was to take the Anderson Comnanv out of “he marret “ 
H 
‘ i . 
2 || and to set i* anar* from anv markeo* movemert 
| 
I 
2) i| 
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that might occur; is that correct? 


A Substantially. 


Q And with the larre amounts of cash that that 


position generated, did you expect that Chase, Incorporated 


would advise you of some use for that cash? 


A Yes, I did. 


Q Did they ever advise 


bearing, deposit of any kind? 


j +i T we 
A No, I was doing this 
| r ce 4 TY ? — 
rolling this over in C.D.'s 
sii) Gece wie a a “a 
i HE welt a al ig MT. A vi 


the cash generated by the short position? ula 


couldn’. pick up that cash tha 


eel 
es 


you to put it in an interest 


absent their aavice. I was 
nerallyv. 
ne, how could he have used 


me that? He owed stock which he had not delivered. He 


t was in that account no how. 


ur Honor, but -- 


THE COURT: For any purpose. He :ouldn't buy 


stock on that cash, He was short. 
l 
! MR. DEVINE: The cash was available by delivery 
! 
1] 


of the securities, number one; 

THE COURT: Which he 

make delivery of the securitie 

the securities into the accoun 


} a penny of that cash, 
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ie) | 
- account, your Honor. 
3 sed aia s 7 
THE COURT: But I say until he ordered the 
4 
lj close-out of the account he couldn't toucn 2 penny of that 
5 : 
cash on margin or any other way. 
6 ,. -I7T rer % 7 4 
MR. DEVINE: Yes, I understand wrat you are 
a saying. The point I am tryinm to elicit -- 
8 ? ATrrom ‘ . . . . 
THE COURT: Therefore, what use would it Ye for 
9 
Chase and Company to know that he had this cash in the 
i 
10 | . 
| account if he couldn't use it? 
| 
] 
>a MR. DEVINE: Your Hoaor, I think the point -- 
12 | ; 
| I don't krow if it is appropriate for me tc argue this at 
| = : ; 
\| this point -- but I think the point here is that the 
- 4 
1] Anderson Company at that time effectively was out of the 
15 
a ! . . 
market. Now, there were various things that it could 
H 
16 || 
have donr, it could have been advised to do. It could 
17 | 
have gone back into the market with these very securitie: 
i that had previously held longs and it could ave done that 
19 | 
by covering the short position. It could have gone bacr 
20 
into -- 
21 , ’ , 
THE COURT: Which he did do. 
22 || . 
MR. DEVINE: We haven't .ome to that outte. 
23 | 
THE COURT: It would be covered within a week 
| 
iP) 
” or two. 
25 } M Tyee NIT? « 5 Meyer 
MR. DEVINE: In May. 
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THE COURT: In June. 

MR. DEVINE: There is a whole period of 
transactions here. 

THF CCURT: But he covered or: 

MR. DEVINE: And then renewed then, your FKonor. 
In other words, he continued to be in a posture essentially 
out of the market. I» other words, he cou2d have covered, 


in which case he would be back in the very Yong vosition 


he was previcusly in. That was an alternative. He could 


have closed by delivering those securities, which was 
another alternative which would have had th> effect of 
freeing the .ush and putting him into a ten dollar bil} 
cash position, where he would have the mone, in his hip 
pocket and could buy other security, any otier security 
available at that time, your Honor, commerclal paper, 
bonds, Treasury bills. 

THE COURT: He wouldn't have been buying 
commercial paper thes '-:e.se 1t w2s a moment when 
commer:4al paper wes in serious trouble. 

MR. DEVINE: TI e.csept that. My ignorance I 
admit in that rerard. 

THE COURT: It is very interestins, you know, 
to read the financial chronicles of that pectod. 

MR. DEVINE: I have some familiar’ty, your Honor, 
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but what I am saying is this: that as of that time the 
cash could have been obtained as cash by closing the 
position, and that cash could have been used for any 


number of different things, so he had the alternative of 


either staying in those securities or gettinz in’o sore 
different securities, maybe partially equity, partial 
interest bearing, partially debt, it could have been 


variety of things to cope with the situatior which as 


Say was a wild situation at that time. 


He didn't get any advice et all o1 tnis subject. 
THE COURT: He was tiking the bull by the horns 
himself. 
MR. DEVINE: No, what he was doing, Judge, 
he was saying "I don't know what to do, I will get my 
money in cash and wait for some advice." This is our point. 


THE COURT: I think he was having those hopes 


that all of us had. We wish we had bought when it was low 
and sold when it was high. 

MR. DEVINE: Of course, this was t:he purpose of 
entering this contract. 

THE COURT: I have had this view myself. 

MR. DEVINE: This was the purpose of entering 
the contract. This was the root of it. 


THR COURT: All right. 
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9 MR. DEVINE: JI would ask at this coint that we 


3 Il offer witha concession 29 and 30. These again 


need to 


4 have appraisal sheets annexed, 


THE WITNESS: Your Honor, may I maze a -- 


6 || THE COURT: I would like to have you tell me 

a anything you can to explain this posture. It just 

8 f doesn't jell in my thinking at this point. I may be 

9 | missing something. If you cén add the missing link, I 

10 | would like to know what it is. 

1] | THE WITNESS: Well, one of the trings that d*in't 
12 } appear clear to me when you listened to Mr. Devine in 

13 | connection with the amount of cash availiable was that 

14 || believe, exclusive of cash Benerated by short or hedged 

15 Sales, there was approximately $380,000 of free cash 

16 invested in. at that time against the C.D.'s for the accounts 
17 ! of the trust, the partnership and my mother which didn'+ 

18 apparently, when subsequently it's been revealed Chase 

19 | policy turned bullish, it didn't receive the benefit of 
20 long investment recommendations. This was 2x¢clusive of 


talking about. 


THE COURT: 


What was the time frame you say they 


turned bullish? 


THE WITNESS: I gather that from material I h-ve 
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seen in connection with this case that they turned 
bullish about June or the end of May of 1979. 


THE COURT: They were a little early, weren't 


they? 


THE WITNESS: Well, JI think that that reristered 


the market bottom so as I think a deposition points out, 
they were hitting the nail on the head. 

THF COURT: All right, go ahead. 

MR. DEVINE: Your Honor, also at this time we 
had reference to Plaintiff's Exhibit 48, which is a twe- 
part exhibit, we have had reference to the second part. 
I would like to offer at this time all of Exhibit 18, as 
well as Exhibit 47, which are the monthly brokeraze 
account statements for the two accounts. 

Q I show you Plaintiff's Exhibit 31, and ask you 
if you have seen that document before? 

A Yes. 

Q When did you first see it? 

A Some time after August 25th. 


Q Of what year? 


A 1970. 

Q Did you receive it from Chase, Incorporated? 

A Yes. 

Q Was the handwriting which appear: on thet documer! 
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when you received 

A Yes. 

Q Had you requested this document or anything of 
Similar nature trom Chase, Incorporated prior to your 
receipt of it? 

A jot by such a document, no, 

Q I show you Plaintiff's Exhibit 32 for identifica~ 
tion, and ask if that is a copy of a letter ‘vnich you wrote 

A Yes. 

Q Did you cause the original of that letter to oe 
sent to John Chase? 

A Yes. 

Q Did you cause a copy of that lett2r to be sent 


to Mr. Inches? 


Wele those two letters sent in Separate wrappers? 
Yes. 


Was either wrapper returned to you unopened? 


We would offer Plaintiff's Exhibit 
32 at this tise, your Honor. 


Q Did you ever receive a written or oral response 


to Plaintiff's Exhibit 32 from anyone at Ch: se,Incorporated’ 


By that I mean any kind of response which referred to the 
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letter? 

A Is that letter 32? 

Q Yes. 


A The October 2nd letter? 


Q Yes, 
A No, I never recetvod any resnonse ¢:! referred 
to that letter that I recall. 

THE COURT: When did you 
Loeb Rhoades? 

THE WITNESS: In March, I guess, 

THe COURT: I see that you transc:*':cd a 
considerable number of short transactions .. th them, and 
apparently either bought or sold puts and calle te a 
very substantial degree, is that so, for th:: Anderson 
Company? 


THE WITNESS: A number of securit’ transactions 


and a few puts and calis I would say, a halr a dozen. 


THE COURT: Also for the record if anybody reads 
it will understand wh.’ we are talking about, what is a 
put? 

THE WITNESS: A put is an option to veliver 
stock at a fixed price, a security at a fixed price. 

THE COURT: And buying that optio: was an 


indication that the purchaser was concerned the market 
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was on its way down; isn't that so? 


T 


HE WITNESS: That is what would be implied, 


THE COURT: So as late as the eariy part of 1971 
you were still betting that the market was going down; 
isn't that right? 

THE WITNESS: Yes, sir. 

THE COURT: Did you get any advice rrom Loeb 
Rhoades to tnat effect? 

THE WITNESS: No, not particularly. 

THE COURT: Did anybody advise yo: on tne 
transactions with Loeb Rhoades? 

THE WITNESS: Not that I recall. 

THE COURT: Did anybody advise you on the 
transactions with Eastman Dillon in 1970 ani 1971? 

THE WITNESS: Not that If recall. I subscribed 
to Standard & Poor's Trend Line, which is merely a chart 
service at that point, but it wasn't an adv..sory service, 

THE COURT: Were you reading Value Lines advice 
on a weekly basis? 

THE WITNESS: I was looking at Vaiue Lines from 
time to time. 

THE COURT: How about those two cther statistical 


services that you had available, were you ‘cilowing tho.c-e 
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on what they said was the course of the market? 
Not varticularly, I don't believe. 
THE COURT: Is it your testimony that you were 
just making these transactions on your own responsibility 
without advice? 
THE WITNES 
THr COURT: It looks like very substantial 


trading here in Eastman Dillon and Loeb Rnoades. It was 


almost on a daily basis, isn't that so? 


TYE WITNESS: It was, I guess, at one point. 

THE COURT: Here as late as Octoteur 
were very heavily short at Loeb Rhoades. Do 
that? 

THE WITNESS: Yes, I held 2 numbe; of short 
positions over what appeared to be two mark--t peaks, one 
in April of 1971 and another one in a lower level in 
August 1971. 

THE COURT: All right, Mr. Devine. 

Q I show you Plaintiff's Exhibit 33, and ask if 
you have seen thzt before. 

A Yes. 

Q Do you recall when you first saw it? 

A Some time after Hovember itn, protably within 
a week or ten days, somethin 
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Q Did you request that this document or anything 


like it be sent to you? 


A Not that I recall. 

Q Was the handwriting which appears on the first 
pag f that document on the document when you received it? 

A Yes 

Q Could you read the handwriting, rlease? 

A "Doug, this is the most recent economic report 


for the office. It ae somewhat more optimistic than 
yours truly, H.I." 

Q At the time you received that document did you 
know who had written on it? 

A I understood it was Henderson Inches. 

Q Did Mr. Inches at any time communicate ‘ith you 
in any preater detail about his advice as opposed to those 


of the office at that time? 


A At this time? 
Q At the time you received that document. 
A I don't recall the specific points he mirnt or 


may not have made on the telephone at that time. There 

wasn't anything in writing I don't think at this time. 
Q Do you have any specific recollection of any 

@laboration which he provided you with respect to his 


handwritten notation on that document? 
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A Well, with respect to the economic outiook, or 
With respect to the market and our securities position? 

Q No, with specific reference to that notation. 

A 1 don't recall anything particularly that related 
to the economic outlook other than possibly something that 


may have been sent, an appraisal. 


Q I show you Exhibit 34. Have you seen that before‘ 
A Yes. 

Q Do you recall when you first saw it? 

A Some time after October 6, because of that date 


being on it, but I -- 


Q October 6 of what year? 
A 1979. 
Q Was the handwriting which appears on the document 


On the document when you received it? 


A I believe so, 
Q Can you read that handwriting? 
A "Here are our work sheets on the Anderson account: 


which you should check over." 
THE COURT: Who wrote that? 
THE WITNESS: Signed Henny, for Henderson Inches. 
Q Prior to the time when you received that document 
had Chase, Incorporated ever sent you work sheets before? 
A No, 
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Q H 


ad Chase, Incorporated ever asked you to check 


ver their work sheets before? 


A No. 

Q Had you ever seen work sheets like this before? 
A Not that I recall. 

Q Did there come a time when you lest your 


employment at Lege, Mason and Company? 


A Yes. 

Q When did that occur? 

A About the 19th of November, 1970. 

Q In or about that time did you have occasion to 


EO to Boston? 
A Yes, 


Q When you were in Boston did you s?e anyone from 


Chase, Jncorporated? 


A Mr. Chase, yes, 

Q Did you meet with him personally? 

A Yes, 

Q Do you recall whether anyone else was present 


at that time? 


A I don't recall anybody else being, present. 
Q What was said on that occasion, and by whom, to 


the extent that you can recall? 


A Well, I remember Mr, Chase said something about 
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you should have sold more the prior spring. I think I 
made a statement about being bearish. 

THE COUR! .@ made the statement? 

THE WITNESS: I believe I dia, 

Mr. Chase made some statement to the effect that 
powerful things were happening. I don't reeall that that 
was fully explained. I believe it was a rather brief 
meeting, 

MR. DEVINE: Your Honor, I would ask at this 
time to have cneanted Plaintiff's Exhibit *5 and Plairtiff’ 
Exhibit 36. 35 again will require the annexation of some 
appraisals. 

Q I show you Plaintiff's Exhibit 37. -Is that a 


letter that you received from John Chase? 


A Yes. 

Q Did you receive it on or about the date of the 
letter? 

A I received it a few days subsequently to the 


date of the letter, I believe. 

Q Would you read the sentence of the letter which 
speaks of short positions, covering short positions? 

A "In connection with your short positicn in the 
family and comnany accounts, I would sScronmly recommend 


that you cover there nositions within the next few weeks. 
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As you know from our November 4th report on 
outlook, we are looking for a moderate recovery. The 


bottom of the market was probably reristered in the May- 


June period of this year and any downturn at this juncture 


would likely hold ur above the 710, 720 level of the Dow, 
It was nice to hear from you. Kind regards," 
have a notation on the letter that the Dow was 
760. 
he November 4th mem ndum, which is referred 
to in the portion of the letter you just read, is that tne 
memorandum on which Mr. Inches noted that h2 was less 
optimistic? 
A I believe so. 
Q When you received Plaintiff's Exhibit 327, aid 


you understand whether Mr. Chase meant to close or cover 


the short positions? 


A I understood thrt he meant that these should ne 
coverea. 

Q Which in your terminology at that time meant what‘ 

A Buying -- going in to the r-rket to buy stock 


to deliver and cover the short sales. 

Q I show you Plaintiff's Exhib'’+ 36, which hes a 
one-pare enclosure. Is that a letter which you received 
from Chase, Incorpo; *ed? 
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Whipple said that the family was goinr to 
counseling arranrement. 

Q Was it at that point that you 


Exhibit 39? 


A I believe so. 


] > § 


discontinue the 


Q Following termination of the relationship 


between the Anderson accounts and Chase 


b 


wrote Plaintiff's 


Incorvorated, did 


either of the Anderson accoynts retain another investment 


advisor or counselor? 


A No. 


Q Did you continue to have investme1t 


for these accounts follow‘ng termination of 


Incorporated counseling? 


Q I show you Plaintiff's Exhibit 


receive that letter? 


A Yes. 

Q When did you receive it? 

A May 6, 1972. 

Q I show you Platntiff's Exhibit 


at the typewritten portion and sirnature 


yo. 


at 


UNase 


Looy 


this 


Is that a letter which you sent to John Chare? 


A Yes. 
Q Is the handwriting at ti. bottom «f 
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responsibilit 


only 


time, 


that letter 


Anderson-crocrs 
Off the record. 


(Discussion held off the record, ) 


All right, Mr. Diaz-Cruz, 
CROSS EXAMINATION BY 
MR. DIAZ-CRUZ: 
Q Mr. Anderson, you tastifind to hoving relied 


on certain statements made in Plointiff's Exhibit 3, which: 


is now in evidence. If I may show you a copy of that 


exhibit, wnich unfortunately is marked, and ask yeu 
whether you at that time relted or read tha® the exhibits, 
next to the last pase states that recommena2tions for the 
purchase and sale of securities are made by letter, by 
telephone or at personal meetings with the clients. 


A Yes, I believe I read that, 


Q So you were aware, sir, that reconmendattons 


from Chase, Inc., could be negotiated by etchor written 
or telephone calls form, is that correct? 
A They were initiated by telephone :alls and 
confirmed thereafter in writing. 
g They were also at times initiated Dy telephone 


calls in their entirety, is that not correct? Is that 


not your testimony? 


A Yes, at times they were initiated by trieoshone 


calls without confirmation. 
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Q And they were specific recommendations, is that 
not correct, by telephone, Mr. Anderson? 

A Yes. 

Q Mr. Anderson, did you also at that time rely on 
the statement made in the last page, Plaintiff’s Exhib‘t 


3, the Chase, Inc. brochure which reads "We encourage our 


clients to confer with us frequently in order that they 


may clearly understand the reasons underlyiir the 


investment recommeniations made"? 


A Yes. 


Q Mr. Anderson, how often did you 01 the averacea 


speak on the telephone with Mr. Spindler? 
A I guess -- I don't have any recoris -- it would 


seem to be twice a month, something on that order of 


magnitude. 

Q And how often did you speak on the telephone with 
Mr. Inches? 

A About the same generally. 

Q And how often did you speak on the telephone with 
Mr. Bancroft? 

A It might have been a little more ‘‘requently with 
Mr. Bancroft, but I would say about twice a month as a 
eneeral situation. 


they initiate some of these calls? 
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Particularly Mr. Bancroft. 


Spindler initiate telephone calls? 


To a lesser degree, yes. 
Did Mr. Inches initiate telephone calls? 


Occasionally. 


What do you mean occasionally, Mr. Anderson? 
Well, thinking in a relative sense I would say 


that Mr. Bancroft exercised the Greatest decree of super- 


vision by initiating most all of the calls. Mr. Spindler 


probably at least in the initial phase of our relationship 
initiated most of the calls, and toward the end Mr 
initiated the least number. I am just trying to nut 

in relative perspective. 

Q You have testified, sir, that you spoke to Mr, 
Inches on the telephone approximately twice a month, is 
that not correct? 

A Approximately, yes. 

Q Mr. Anderson, you testified that at tines during 
the period from 1967 through 1970 the Anderson accounts, 
specifically the account of the Anderson Company and the 
account of Mrs. Anderson, used margin; is that correct’, sir’ 

A What was the date, please? 

Q Between 1967 and 1970. 


I don't know “nm 1 testified, but they did 


156a 


SOUTHERN OISToCT COURT I*t PORTENS US COURTH * 
FOLEY VAPF NEW YORK NY co 7.49860 


ee ms a 


SOUTHERN UISTi 
FOLEY 


CT COURT REPORTERS, U.S. COURTHC::St 
UARE, NEW YORK WY co 7.4840 


jwkm Anderson-cross 


use margin. 

Q Did Chase, anyone at Chase, Inc., recommend to 
you the use of margin for the accounts of your mother? 

A Initially Mr. Chase wrote the document with 
respect to the trust and my mother's account thant it would 
be improper to use margin. . However, as a result of our 
inability to sell 225,000 approximately of promissory 
notes of the Anderson Company, I indicated that we would 
have to make certain adjustments within the family account 
and this led to using about $28,000 worth o°% borrowing to 
the maximum in my mother's account, which was offset by 
$30,000 worth of debentures the corporation, so that 
we were -- the situation chang as a result of not being 


able to accomplish the financing as originally contemplated 


Q Mr. Anderson -- 
THE COURT: Just a minute. What is the answer 
to the question as to whether Chase recommeidad a margin 
account? 


THE WITNESS: Inaitially. he recomnended there 
not be margin accounts in my mother's and the trust. 

THE COURT: Did they ever recommend a margin 
account for anybody named Anderson? 

THE WITNESS: If not recommend, ‘sy were 


aware of their existinge. 
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TH™ COURT: Strike out everythir~ after "not 
recommend." 

Q Mr. Anderson, did Mr. Chase write to ye. on 
October 6, 1966 and refer in any way to the inad-*sability 
of short sales for the Anderson accounts? 

A I think he said somethins., normally wo-« on 
the short side. 

THE COURT: Did they ever recommr : short 
transactions? 

THE WITNESS: I don't believe the: ever recon— 
mended any short transactions. 

THE COURT: Did tiey ever recommeri a rslicy of 
going short? 

THE WITNESS: I don't believe the; ever -- I 
don't know what policy they had, but they never recommended 
a policy of going short. I did understand <t a meeting 
with Mr. Chase in June of 1972 that there didn't seem to 
be any particular objection to hedged sales, 

Q Mr. Anderson, I show you a copy of Plaintiff's 
Exhibit 5, and ask you whether that is the ,angu2ge that 
you are referring to in the second paragraph, berinning 


with the middle of the paragraph with "We"? 


A Yes. 
Q What does that say, sir? 
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A "We would not want to have you expect us to 


Operate on the short side of the market." 
Q Is that a letter that you received, Mr. Anderson’ 
A Yes. 

From Mr. Chase, is that correct? 

Yes. 

MR. DIAZ-CRUZ: Mr. Devine, do yo: have the 
originals of Defendant's Exhibits 26 and 27, the so-called 
Parfield orders? 

Q Mr. Anderson, what was th: nature of the relation 
Ship with Parfield and Co.? 

A I had a relationship with Porfieli and Co. for 
investment advice. 

Q You retained Parfield and Co.; is that your 
testimony? 

A I believe it is. 

Q Did you yourself pay the Parfield fee? 

A I believe so, 

Q Were you reimbursed by the Anderson Cernrany 
account? 

A . I believe so. 

Q Were you reimbursed fer a portior thereof 
your mother? 


A I may have been. I am not. 
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Q But you may have been; is that correct, sir? 
A Yes. 
Q Mr. Anderson, were recommendations made by 


Parfield and Co. used in your mother's account? 

A 

Q Did you advise or did you tell anyone at Chase, 
Inc. that Parfield snd Co. would be making recommendations 
for Mrs. Anderson's account? 

A L 6re¢ recall. 

Q Your testimony, Mr. Anderson, was that only 
the Anderson Company account had been eliminated from 


Chase, Inc.'s supervision around December o° 1967, is 


that correct? 


A Correct. 

Q Mr. Anderson, had you informed Pair'field and %o. 
of the investment objectives of your accounts, specifically 
of the Anderson accounts? 

A I feel confident I did, but I can't think of 
any particular writing. Maybe there is one that outlines it 


Q Did you advise them of the investment objectives 


of your mother's account? 


A I believe so. 
Q Did you advise him or did you tell him that it 
would be all right to recommend short sales fn Mrs, 
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Anderson's account? 


A I don't recall. 


Do you feel confident you did, thourh, sir? 
A I don't recnil. I think I told him -- probadly 
told him of the investment objectives of my mother, but 
I jion't recall whether -- 
a) Did you specifically tell him, Perfield and Co., 
that it would be all right to make short szles or to 


recommend short sales in the company accourt? 


A I may have. I don't particular recall. 

Q Yet the time came when Parfield ani Co, 
recommended short sales for the company account; is th 
correct? 

A Correct. 

Q And the time also came when Parf't2ld and Co, 
recommended short sales for your mother's account; is 
that not correct? 

A I believe so, 

Q This was the period when vour mother's account 
was ostensibly under the supervision of Chase, Inc.; is 


that correct? 


A I believe so. 


Q Do you recall what those short trinsactions 
Mr. Anderson? 


16la 


SOUTHERN DIST'HICT COURT PEPORTE RS, 0 S. COURTHO''TE 
FOLEY UARE, NEW YORK Ww.¥. CO 7. 4509 


1 || wkm Anderson-cross LES 
1} 


2 I A In which account? 
3 | Q Let's take your mother's account. 
4 A I think there was a couple of hundred shares 
5 from recollection of Curtis Publishing, and inaybe a 
6 hundred shares of Microwave Associates in my mother's 
7 account. 
8 | Q That is 300 shares -- 
9 A I imagine 300. I am not positive. 
10 } Q Of Curtis Publishing, is that correct, and 199 
11 } of Microwave Associates. Mr. Andersen, Ian showing you 
12 | Plaintiff's Exhibit 47. 
13 A Yes. 
14 | Q Were th5se so-called hedged positions? 
15 | A No. 
| 
16 | Q These were straight short sales,  -s that correct? 
17 A Yes. 
18 Q Had you modified the goals of Mrs Anderson's 
19 account in May of 1968? 
20 A Modified them from what? 
| ae | Q Did you modify them from any foals or any 
22 : investment objectives that you may have communicated to 
| 
23 Chase, Inc. 
24 A No, I don't know that they were -- that I 


~ 
“a 


) 


modified them. 
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Q The answer is no? 
A I don't believe I modified them. I am puzzled 


as to this question, but -- 

Q Mr. Anderson, when did you change, transfer the 
brokerage accounts of your mother and the Anderson Company 
to Eastman Dillon? 

A I guess about the beginning of 1958. January 
comes to mind; I am not positive. About that time. 

Q Was this, Mr. Anderson, at the sp2cific request 


of Parfield and Co.? 


A Yes, they made the introduction. 

Q I am sorry? 

A They made the introduction, yes. 

Q Did they not actually require tha; you transfer 


your brokerage account to Eastman Dillon in order to take 
you on as a client, as you suggest? 

A I would say yes, they required it. I am not 
positive it was required, but I think it was suggested or 
recommended or something of that nature. 

Q Mr. Anderson, I show you Defendant.'s Exhibit 26 
and ask you whether you and Mr. Partridge at. any time 


discussed the possibility of having, your mother's 


investment assets transferred to the nartnership in tneir 
entirety in order to become -- in order for you to beco.ne 
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a client of Parfield and Co.? 


A It came up in that connection, but it wasn't 


done. 

Q And is it correct, sir, thi.! *. Partridge of 
Parfield and Co. says, "You thought that vou would be 
able to have her transfer her portfolio to the partnership. 
If this could be done we would then nave you as our 
client and we could work with you." 

Did vou say that? 

A Yes. 

Q Mr. Anderson, you amreed to the transfer of tre 
brokerage accounts to Eastman Dillon, is th2it correct? 

A Yes. 

Q Was the $3500 fee referred to, Defendant's 
Exhibit 27, paid initially or was it suppos?d to be paid 
periodically? 

A I think it was paid in equal quar:erly amounts 
during the period of one year. 

Q Is that one year from when? 


A About the 15th or something, or the end of 


December 1967. 


Q Either the 15th or -- 
A Some time the end of December, I believe. 
Q Mr. Anderson, you testified, I belleve, that tne 
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Anderson Company account was only «rndic= the supervision 
of Parfield and Co. for approximately seven months, is 
that correct? 

A Approximately. 

Q Yet you continued to pay the fee to Parfield 
and Co. through the end of 1968; is that ccrrect, Mr. 
Anderson? 


A Yes. 


Q Did you pay Parfield anu Co. any further fees 


beyond 1968? 

A No. 

Q Mr. Anderson, did you continue in contact with 
Parfield and Co. beyond December of 1968? 

A Not particularly. I knew Jack Miller and he 


was involved with ‘field, and I still occasionally talk 


to Jack, so only in that way. 

MR. DIAZ-CRUZ: Mr. Devine, do you have the 
original best copy of Defendant's Exhibit 2), Mr. 
Anderson's expense records for March l4th, 1969? 

MR. DEVINE: I see our associates have marked 
the xerox, but we have no foundation object.on te it. 


Q Mr. Anderson, your testimony is that after 


December of 1968 you no longer continued to utilize the 


services of Parfield and Co. for investment advice? 
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MR. DEVINE: Objection, your Horor. 


a 


nuink that was the testimony. 


Q Did you, sir, continue to use the services of 


Parfield and Co. after December of 1968? 


MR. DEVINE: The same object? your Honor. 


~ 


I don't think there is any testimony that tne services 


were used between July of 1968 and December of 1968. 


9 ! THE COURT: The objection is overruled. 
10 | | A Not the g neral situation, but I know what you 
ll | are referring to, and I can explain it. 
le | THE COURT: Did you use the services arter 
13 | December of 1968? 
4 | THE WITNESS: Generaily, no, sir. 
| 
15 THE COURT: What does that mean? Spec’ fically 
16 | yes, generally, no? 
17 | THE WITNESS: One specific case. 
1 | THE COURT: Then you used their service. on at 
19 least one occasion? 
20! THE WITNESS: All right, excuse me. 
21 THE COURT: Is that right? 
22 | THi WITNESS: That's right. 
23 | Q Mr. Anderson, I show you Defendant's Exnibit 29, 
aA and I ask you whether you can identify that iocument, sir? 
25 A Yes. 
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2 | Q Does that, sir, show -- what is it? 
3 | A It is a copy of an expense voucher, a portion 
4 | of an expense voucher of the Anderson Company which I 
5 | filled in. 
6 | Q Was that prepared by you? 
a A Yes. 
8 | Q Now, Mr. Anderson, does that expense voucher 
9 | not indicate that you had met with Mr. Miller of Parfield 
10 | on March 14, 1969? 
il | A That is the way the abbreviated thing reads, ves. 
12 | Q I see. What is the entry next to the Miller- 
13 Parfield legend, Mr. Anderson? 
14 A Investment Advice. 
15 | THE COURT: ‘shat was so you could deduct it 
16 | for tax purposes, is that right? 
17 THE WiTNSSS: Yes, sir. 
18 THE COURT: Did you get some good advic.-? 
19 THE WITNESS: I only asked him about one security, 
20 Ebasco, which they had originally recommended. 
21 THE COURT: Did von buy it? 
22 | THE WITNESS: I held it in the spring of -- 
23 | THE COURT: What did you ask him about Kbhasco? 
2A THF, WITNESS # To continu. to hold it. 
| ' 
25 | THE COURT: And what did he tell you? 
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THE WITNESS: I don't recall. We sola it 
thereafter. 

THE COURT: Did he suggest you sell it? 

THE WITNESS: I don't recall, sir. It was not 
on what I later ecarned -- 

THE COURT: In any event, you felt the lunch 
was satisfying. 

THE WITNESS: It was a dinner, sir, and I calted 
them up for dinner because I was free. 

THE COURT: I don't think you neec that in 
evidence. It is perfectly plain. 

Q Mr. Anderson, how did you receive recommendations 


from Parfield and Co.? 


A Generally over the telephone. 

Q Did you receive calls from Mr. Partridse? 

A Yes, or from Jack Miller. 

Q Who is Jack Miller, sir? 

A He had been an associate of Mr. Partridge and 


an -squaintance of mine since about 1960 or 1961. 
Q Were calls also transmitted -- were recon ccnda- 
ticns also transmitted to you from Eastman Dillon durin’ 


the so-called Partridge period? 


A I suppose you could say they were recommendations 
the names of issuers vere mentioned, yes. 
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Q And who was that gentleman at Eastman [Pillon, 
A Robert Elmo. 
Q Mr. Anderson, in June 29, or in June of 1969, 


rather, did you engare in some short selling in the 


Anderson Company account? 


box 


A I think we sold one security shor: ag> .st the 
in short, yes. 


Q You said both short against the box and short, 


is that correct, sir? 


A Yes. 


Q Part of the holding was arainst the box and part 


A I believe so, 
Q Who recommended that to you, Mr. /.nderson? 
A I don't recall. I may have done ?t myself 


based on the decline in price that I think tiad occurred 


between our cost and the price at which the securities 


were hedged and sold short. 


Q Did anyone at Chase, Inc. recommend that to you? 
y ’ 


A Not that I recall, but there may have been s9me 


discussion with Mr. Inches on the telephone. I can't be 


sure. 


Q Is it your testimony that it was not reconmended 
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to you by anyone at Chase, Ince., is that correct, tr. 
> , ’ 


Anderson? 
A I don't believe so. 
Q Now, Mr. Anderson, in . ptember of 1968 did you 


engage in some short sale also in the company account? 


A September of 1968? I don't believe so. 
Q I show you a copy of Plaintiff's Exnibit 48, 
specifically the monthly statement for tne jnderson 


Company account for September 29, 1968, Mr. Anderson, and 
I ask you whether that shows the Ander:on Company short 
Honeywell Incorporated? 

A Yes, it does. You asked me which snerared in 
some kind of transaction in September of 19683 and I think 
this transaction goes back to July of 1968 end that it 
was closed in October of 1968.. 

Q Did Parfield recommend that you ermage in that 


short sale, Mr. Anderson? 


A es. 

Q Did Parfield recommend that you cover the short 
sale? 

A i don’t recall. I think I just covered it 


because it didn't go down. 
Q Mr. Anderson, I show you a documer’s marked as 
Defendant's Exhibit 41, and I ask you whether you reco;nize 
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that decument, sir. 


A It appears to be a copy of the Indicator Digest, 


Q Is that tne same Indicator Digest that vou 


testified about, sir? 


Q Does the Indicator Digest registe: as an 
investment advisor? 

A As far as I know, there 15 some 1: nguage to 
that effect. 

Q Specifically that is registered a: an investmen* 
advisor, is that not correct, Mr. Anderson, page 38? 


A It says "Registersé »ith the SEC is an 


Tavestment 


Advisor," yes. 


MR. DIAZ-CRUZ: Your Honor, I offer Defendant's 
4] in evidence. 
Q Mr. Anderson, at one point specifically as o 
February 1, 1967 did you, sir, or any of the Anderson 


interests register or subscribe, rather, to the Income 


Builder? 

A That was a subscription that I think the 
partnership split costwise. That was about the en. of 
the period of the subscription. 

Q That subseription, sir, was effective at learct 
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as of February 1, 1967; is that not correct? 
A I think it began about a year are 2nd expired 

about that time, but I am not sure. 

Q Did you, sir, looking at -- showing you 
Defendant's Fxhibit 8, did you, sir, send trixt decument 
to Mr. Bancroft? 

A Yes, I believe I did. 

Q Is the Income s3jullder also not revzistered as an 
investor advisor with the SEC, sir? 

A It says at that time it was regis:sered as an 
investment advisor, yes. I don't know anytiing 2hrout it 
currently. 

MR. DIAZ-CRUZ: Your Honor, I off2r Defendant's 
Exhibit 6 evidence. 
Your Honor, we have no further cross examination. 
THE COURT: Any redirect? 
MR. DEVINE: I have just one or two quick ones, 
your Honor. 
REDIRECT EXAMINATION 
BY MR. DEVINE: 

Q Mr. Anderson, after July, 1968, with the 

exception of this Ebasco situation that you testified 


about, did Parfield and Company render any -nvestment 


advisory or investment counseling, services to the Andersos 
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JOHN Eon bem G CHASE, called as a witness 
by the plaintiff, being first duly sworn, testified 


as follows: 


DIRECT EXAMINATION 
BY MR. DEVINE: 
Q Mr. Chase, are you an officer of Chase, 


Incorporated? 


A John P. Chase, Incorporated, yes. 


Q We have been referring to John P. Chase, 


Incorporated here as Chase, Incorporated for shorthand, 
and I hope you don't mind. 

A No. 

What is your present office with that company: 

A Chairman of the Board. 

Q When did you first become an officer of Chase, 
Incorporated? 

A 1932, July. 


Q Have you held an office of Chase, Incorporate2 


continuously from 1932 until the present time? 

A Yes. 

Q From 1966, let's say September of 1966, throush 
the present time, what offices have you held? 


A Chairman -: the Board. 


Q Continuously throughout that period? 
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. | A Yes. 
r 3 | Q In that same period of time have you continuously 

| 

4 been a Director of -ohn P. Chase, Inc.? 

5 A Yes. 

6 Q Throughout 1966 Chase, Incorporated described 

7 || itself as investment counsel, is that correct? 

8 | A Yes. 
| 

9 Q Do yo. have any knowledge as to rhat 

10 | prerequisites a firm, an investment counseling firm, must 

11 | meet in order to aca title? 

12 ! A I believe I do. 

13 Q What is your understandings of the crerequisites 

14 | for using that title? 

: 15 | A We have to be registered as investment advisors 
16 | with the SEC, members of the NASD. We look upon ourselves 
17 | as professionals and, therefore, have to be staffed b>’ 

18 the quality of personnel, by experience anc otherwise, 
I) 
19 that is capable of fulfilling their responsibiliti:s. 
20 Q What does the phrase “investment supervisory 
21 services" mean to you? 
22 | A Well, that has different connotations, i think, 
23 to different people. It is a generic term in the way ‘t 
24 | is used in the trade, but it has come, I think in more 
25 recent years to sirnify a certain measure cf thoroughness 
| 
| 174a 
SOUTHERN DISTIUCT COURT REPORTERS, 1%. COURTHO’ * 
| FOLEY .“UARE, NEW YORK, N.Y. CO 7-4580 


rmkm Chase-direct 


in the handling of other people's money. 


Q What measure of thoroughness does it signify, 


in your understarding? 

A It means to me that when you assume the 
responsibility of managing other people's money one of 
the first things that we try to cetermine is exactly 
what the investment objectives of the individual are, 
whether in our opinion they are proper investment objectives 
in relation to what knowledge may be suppli:2d to us by 
the client, and this includes many things. Il think that 
the degree of responsibility for determinirn; all the 
material facts as to the individuals, the c'tient's 
financial background becomes greater when you have dis- 
cretionary authority than when you are only actirs in an 
advisory capacity. 

Q Does the phrase “investment supervisory services” 
mean anything to you with respect to the continuity of 
advice, continuity of counseling? 

A Yes. 

Q What does it mean to you in that respect? 

A It means exactly that, continuity 

Q It means that the counseling, is to be continuous? 
Is that your understandings? 

A Counseling in that sense, yes, continuous. 
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Q Are you aware of the phrase “investment 


supervisory services" having any technical meaning? 


A No. 
Q Do you know of any statutes or regulations of 


any kind which speak of investment supersisory services? 

A Yes. 

Q What statutes or regulations do you know of in 
that category? 

A I can't tell you exactly, but the SEC has used 
that terminology. 

Q Are you familiar with the terminology that the 
SEC has used in that context? 

A I am familiar with the ADV form, 

Q I show you Plaintiff's Exhibit 43, and vou can 
take a second to look at it, of course. My question is, 
is this a true copy of a document filed by “chase, 
Incorporated with the Securities and Exchbnire Commission 
on or about December 30, 1968? 

A It would appear to be. 

Q I direct your attention to page 3 of that 
document, please, and specifically to question number 15, 
and the answers to that question, particularly sub A an‘ 
sub B. My question is, was the answer to tose two 


questions, which is shown on that document, true at the 
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time that the document was filed, to the best ef your 
knowledge? 

A Yes. 

Q I show you Plaintiff's Exnibit 44, and ask if 
that is a true copy of a document which was filed by 
Chase, Incorporated with the Securities and =xchange 
Commission on or about June 18, 1969. 

A I don't have a reference date here, but it would 
appear to de in that neighborhood, Yes. 


Q Again I would direct your attenticn to rore 2 


’ 
question and answers18 A and 3. The questicn, amain, is, 
was the answer given by Chase, Incorporated to these two 
questions true to the best of your “nowledz> at the time 
that the document was prepared and filed? 

A Yes. 


Q When did you first speak to Mr. Ascdersor regarding 


the Anderson account? 


A I believe it was in September 1966. 
Q Do you recall whether that was a personal meeting 


or a telephone conversation? 
A My recollection was the personal meeting which 


was preceded by a telephone conversation. 


Q Do you recall what was said in th telephone A 
conversation and by whom? . 
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A Mr. Anderson called me and said he had some 


financial problems he would like to discuss with me. 


Q Was a meeting set up? 

A Yes. 

Q Did that meeting subsequently take place? 

A Yes. 

Q Where did the meeting occur? 

A In my office. 

Q Was that in September of 196% as well? 

\ i believe it was, 

Wd Was anyone present at this meeting otner tnan 


you and Mr. Anderson? 

A No. 

Q Would you tell us as completely as you can recall 
what was said at this meeting and by whom it was said? 

A My. Anderson said that his father nad died since 
I had last seen Mr. Anderson, and that ne had become 
responsible for the finances of the family, and he wanted 
to talk to me about it to see whether it mifnt be 
advantagecus from his standpoint to employ tne firm of 


John P. Chase, Inc., to help him in tnat capacity. 


s) 
« 


Do you recall wnat you said to him in response 


to that, if anything? 


A I asked him a number of questions as to, first 
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of all, why did he come to Jonn P. Chase, Inc. There 
were many other firms he might have gone to. My recollec- 
tion is that he knew me and had followed the recora of 
the Chase Fund of Boston, which is one of our mutual 
funds, had been impressed by it, and thought perhaps 
therefore tne firm could be helpful to him. He told me 
about three separate accounts, his mother's account, the 
trust account, and the Anderson Comnany account. He 
gave me rough figures as to the total. 
A I told him that the total was toc small for «- 
to handle as a regular investment counsel! é4c*ctonnt, tha 
we had a minimum figure of $500,000. The fisure, as I 
recall it, of the three accounts was somewnat less than 
or approximately one half of th5 minimun, 
He then told me that there was some Cambridge 
real estate property that he was in process of trying *o 
sell, or sell securities based on those properties, an’ 
he expected before the end of 1966 to receive sufficient 
additional proceeds to bring the total up to meet our 
minimum requirement. q 
He also, as I questioned him as to what type of 
accounts they were, what investment objectives they had -- 
as I recall it, he said tthe trus account wis probably the 


most conservative one, with which T agreed, decause it was 
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a trust account; that his mother's account. there was a2 
requirement for income but he still wanted to try to 

make it appreciate as much as possible, and the Anderson 
Company account was the most aggressive, ani the resuire- 
ment for income was minimal. 


He then asked me about how I viewed short 


selling and margin accounts, and I asked him, "Have you 


i? Said "Yes, I have." 

I told him that this was against the policies 
of our firm, that I would not take a margin account, and 
I would not ‘undertake the management of anv account where 
Short selling was a part of our responsibii‘ty. 

He saic "Well, will you make an :xeption as 
to the margin during the period that it tak>s me to sel) 
or dispose, in one way or another, the Camb *icre real 
estate property, which would then bring the size of tne 
account up to your minimum of $500,000?" 

I told him if it was really just a matter of a 
month or two before this money would be available that 
would be willing to make that exception. 

I gave him, I believe, some of our written 
brechures, told him about our method of operitions, wnat 
our investment philosophy was, and susrested to him thrt 
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he take that mater al hack with him and think it cover, 


ar. if he still was interested, that I woulce be giad te 


hear from him 


Q Do } 


with respect to the methodc 


again. 


you recall any discussion at this meeting 


that the Anderson accounts would employ to set the 


ogy or proposed methodolog’: 


size 


of the accounts up to the Chase, Incorporatcd minimun? 


4 The 


only way that he indicated to me he 


going to get then .p there was through the sale of 


real estate properties. 


Q Did 


he make any statement to you .o the 


when the properties were to be sold? 


A He 
expected toc 
) At 


Mr. Anderson 


Incorporated 
if they were 
A No, 


just testifie 
the manner of 
the polict co 
the securitie 


managers, and 


said, and I just so testified that h 


omplete the deal before the erd of 195 


the time of this meeting did you exp} 
the methods and procedures thzt Chase 
would use in counseling the Arderson 


undertaken? 


I -- well, to some extent, yes. As 


d, I gave him our basic investment pni 
operation within our firm, all the way 
mmittee to the research committee, th 


s selection committee and threugh the 


I asked him specificaily whether we 
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have authority to run the accounts or whether he was 
going to retain that authority, and he told me that we 
would not have authority to run it. I asked him whether 
we would place orders with his broker, and h2 said no, he 


would place the orders with the broker. I said "There/ore, 


it will not be a discretionary account?" 


"No, that is not what I am looking for. 

for is to have a flow of advice from John P. Chase, 
Incorporated that I can use and apply to the management 
of these accounts." 

Did you explain to Mr. Anderson tha way in 
which the committees that you have described and 
research department at Chase, Incorporated worked, and 

ranking and rating lists which were the end product 
of that work? 

A I don't believe I went into the rating lists at 
that first meeting, no. 

What did you tell him about the cverations of 
the policy committee and the securities selection committee 
and how they related to the research departizent? 

What I believe I told him was that the policy 
committee was the top committee, and the way of determ‘ ring, 
policy for the firm. That committee concernrd itself with 
lonr, range and short range economic, sovial, pelitical 
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trends, which we referred to within our firm as the Trade 
Winds. We studied those constantly to try to determine 
what we believed those trends were, what the impact of 
those trends would be on different type: of securities 
and different industries. 

Having determined what we felt the then current 
conditions dictated as far as the attractiveness of 


different industries were concerned, those favored 


industries were then brought to the research departmen’. 


and the research devartment was instructed to devote treir 


primary attention to the study of the favered industries, 
and the selection of the most attractive stocks within 
those favored industries. 

The research department followin;s; their studies 
would then bring their recommendations to t.he securities 
selection committee, which reviewed the research | part- 
ment's findings. The securities selection committee would 
make a judgment as to the individual securities tnat they 
would approve for the approved list, and then subject to 
a final check by the policy committee, that decision 
became a fact. 

THe COURT: Were the Trade Winds just a term 
that you used, or was that a publication tat you 


circulated to your clients? 
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| A Your Honor, we adopted that title to the 

1 publication that I wrote aside from this, but within the 

Organization we referred to these as Trade Winds, these 

| long-term social, political, economic trends. 

| Q In th5 Chase, Incorporated system that you have 

|| been describing, is it fair to say that the "A" Arproved 

List and the Approved List are the end product of the 

work of the securities selection committee? 

} A Weld, 2¢ was one of the prime reasons for the 

| securities selection committee's existence, that's correct. 
Q Were the "A" Approved lists and tie Approved 

lists the result of the deliberations of th> securities 


{| selection committee and were they the docum2rtary material 


i} which the account supervisors would see as a result of the | 


Operations of that committee? 


Q Was that the source of the inform::tion which thy 
| 
| individual account supervisors had with respect to the 


deliberations of the committee? 


A One of them. 
| Q What other ones did they have? 
| ] 
I A These meetings took place, of the securities 


selection committee, every week, and some times more often, 
as occasion warranted. Almost without exceotion, within 
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24 hours of the securities selection committee meeting 


there was a meeting of the account managers where the 


new 


material stemming from the deliberations of the securities 


Selection committee were gone over in greater deta.l, 


the reasoning behind why such and such a stock was 


put 


on the list, what its attributes were, type of accounts 


that would seem particularly appropriate 


Q I take it that the meeting woule also dis 


which securities had been taken off the list and why, 274 


which securities had changes in estimated earnings, 
things of that kind, is that correct? 


A Yes. 


» and so forth 


cus~- 


1a 


and 


Q Going back to your meeting with Fr. Anderson 


in September of 1966, do you recall any discussion 


respect to the interrelationship between Chase, Incorporated 


and the Chase group of mutual funds? 


A Only within the context that Mr. Anderson 


said he had been particularly impressed with the performance 


of the Chase Fund of Boston and wanted to know whether he 


could expect the raw information that flowed to the 
determination of decisions for the Chase Fund to de 
able to an individual account, and I told h..m that 


was a common denominator within the firm, which was 


witr 


had 


aval 


policy committee, the research Cepartment and the secur! 
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selection aommittee, and what came out of the 


of those three organizations became available 
managers and the account managers. 
Q In your meeting with Mr. Anderson dia 


for any information about the Anderson accounts 


owners of those accounts? 
A You must recall that I didn't have an 


this juncture whether they were roinc to erploy 


I asked was what was the nature of the accounts 


type of investment objective he was 


did not at that juncture pursue that matter. 


Q You said that it was the policy cf th 


to counsel margin accounts. Is. that. a tair: sta 
what you said? 

A That's right. 

Q What was the reason for that policy, 


fv 
“ 


you understood it? 


A We believed the hazards of the stocx 
adequate w:chout accentuating it with margin. 


Q Did: z 


told Mr. Anderson that the accounts would not b 


if they operated marrin brokerare accounts? 


A It was 


on that understanding -- he 


would not be except for the excention IT mace 
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2 || period which I expected to be about two months in which 
| 
\ 
3 | he would borrow money prior to the disposition of the 
4 || Cambridge real estate. 
5 Il Q In retrospect, for what portion c*% the time 
i 
" ] period from September 1966 through February of 1971, did 
| 
» ae the Anderson Company have a margin brokerare® acccunt? 
i} 
8 || A A margin brokerage account? 
1 
9 || Q Yes. 
| 
10 || A I don't know. 
ee Q You have no idea? 
i| 
1) ° 
| | A I didn't know where the money was coming fron, 
13° || whether it was mortgage money, whether it sas borrowed 
} 
14 || from this source or another. I had some idea tnat therr 
| . 
1S || were borrowings, and I was very much concerned with the 
16 fact that when Mr. Anderson showed me the rrospectus of 
i 
17 || how he intended to raise the money to get cut of debt on 
18 || the original borrowing -- I told him, I think I t:sed the 
| 
19 | expression, "I don't think this 1s salable, what you have 
| 
20 || put together." He asked me about that and I gave him my 
21 | reasons why I thought it was not salable, and this 
22 bothered me very much because I had been given to suppose 
23 from his original statement that there would be no debt 
| 
a | by the end of 1966. 
25 | Q We will come back to that brochure ina minute. 
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For the time being, I want to focus on the margin accounts. 


Do you have any idea in retrospect for what portion 


during, September of 1966 through February of 1971 Mrs. 
Anderson had a margin brokerage account? 
No, I can't tell you that. 
Throughout that period were you 2 back-up man 
on the counseling of the Anderson accounts? 
That's right. 
Q And you can't recall whether 
account? 
A I told you I think there was, but you 
exactly what percentage of the time, and I 
Q What is your best recollection as 
periods of time there were margin accounts and what 
periods of n shere were not? 
A I can't answer that. 
Q Was there ever a time between Sentemver of 1956 


7 
‘ 


and February of 1971 when you received a durdlicate monthly 


statement from a brokerage house for either Mrs. Anderson 


or the Anderson Company which showed a margin account 
open, when you called Mr. Anderson and said "You still 
have this margin account," or "I see you have a marpin 


account" and instructed him it was to be clwused? 


THE COURT: That is ; Of auestions all in one 
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Did you fet the brokerage statements in November 


and December of 1966 and January and February of 1967 for 


- Anderson's account? 
believe it don't think 
we did, your Honor, because we really didn't start -- 
our first recommendations, I believe, didn’t ro out until 
December. All we had to work on was the list of cnmeurities 


that accompanied Mr. Anderson's letter, 


m 


October 5, These weve the securities that he 
to make available for our management. 

What is your best recollection as 
to whether, if ever, Chase, Incorporated received, 
initially received, a monthly statement of account for 
either the Mrs. Anderson account or the Anderson Company 
account? When did that come to your notice? 

THE WITNES: I don't believe I can answer that, 
because Mr. Bancroft was managing the account and those 
Statements, if they came, would have come to him. 

THE COURT: All right. 

Q Was there ever a time when Mr. Bancroft came to 
you and told you trat he had received a monthly statement 
for either account, and that it showed a margin account 
open? 

I don’t recall that he did. 
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2 Q Was there ever a time when Mr. Spindler came to 
i 

: an you and said anything of that nature? 
| 

4 |i A I don't recall so. 

5 Q Was there ever a time when Mr. Inches came to 

6 |! you and said anything of that nature? 

7 || A I would say no, but in saying "No," why I think 

8 


\; this may be an unclear answer to relation to the whole 


9 Situation, and with the Court's permission, I would like 
10 | to enlarge on that a iittle -- th~ question of a margin 
it i account and short positions beccme very intermingled 
12 t during this period, and it was extremely difficult to 
13 know exactly what the free cash position, if any, was at 
14 any given time after deducting margins or other borrowings 
15 |} Q For the moment, we are talking about the margin 
16 | account. Do you recall whether it was the practice of 
li | Eastman Dillon in issuing its monthly statements to show 

} 
18 a portion of its statement with respect to ie margin 

{| 
19 | account and a different portion of its statement with 

} 
20 } respect to the snort account? 
a A I don't think I ever saw the Eastman Dilton 
22 statements. 
23 Q As back-up man on this account, was it not your 
24 | practice to review the monthiay statements for the accounts’ 
25 A No, we worked from the black book. There is no 
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7 reason for me to go back to the broker's statement. 
3 | Q Was there any notation at any time made in the 
i 
4 | black book with respect to whether a pa°:ticular position, 
5 i a security position, was in a margin account or in a snort 
6 | account? Does the black bock distinguish between those 
7 | things? 
a | A Yes. 
9 HI Q In your review of the black boox -- 
I 
10 || A Excuse me, you asked two questions there. 
1] Q I am sorry. I have a tendency toward that. 
i| 
12 || I will rephrase it. 
! 
13 | A Wnen I answered the question I was answ: 
| 
14 | the last question, which was short accounts. 
i| 
IS || Q Let me see if I can do the one qu2stion at a 
1} 
16 | time. 
} 
\ a ; 
17 || Did the black book distinguish between zash 
18 || accounts and margin accounts with respect to securities 
19 positions of the Anderson accounts? 
20 | A I don't think the black books indicated -~ no, 
} 
21 || the black books, to the best of my recollec:ion, did not 
| 
99 | : 
ran indicate what securities were on margin and what were 
| 
23 | not. It was the list of securities we were manaring. 
| 
‘ i] ° : 
a || Q How often did you review the blac’ book during, 
i 
25 the September 1966 to February 1971 period, and J am 
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referring to the black bock for tne Anderson accounts. 

A Personally? 

Q Yes, personally. 

A Not very often except as the primary person on 


the account may have come to me to ask adv:.ce or consul- 
tation. 
Q Do you have any recollection as t.o how often 
that occurred, how often you were asked for a consultation? 
A Well, Mr. Bancroft was handling for a saort 
period of time, we were just’ getting the account started 


and it was quite frequent. While Mr. Spincler was running 


= 
ct 

- 
tH 


don't know that I ever had any consultation with him 


on it. He was quite capable of managing ar account. 


Q I take it Mr. Bancroft was as well, is that true’ 
A Well, yes, he was, but Mr. Spindler was a 


senior officer, Mr. Bancroft was not. 
Q During the period when Mr. Inches sras the 
account supervisor, how often were you asked for a 


consultation? 


A We spoke reasonably often about the account. 

Q Did you review the black book on those occasions 
A Sometimes i did. 

Q With respect to the Cambridre reali estate, was 


4{t indeed sold by the end of 1966? 
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A Not to my knowledge 


Q Di 


- 


1 you ask Mr. Anderson in December of 1966 


or in January of 1967 if it had been sold? 


A i didn't ask him if it had teen sold, because 

he told me it had not been, he had not been able to sell it 

THE COURT: Mr. Devine, I have beon looxing at 
the statements of the Alice Anderson accourt thnrouzh the 
period -- through this first period through “ebruary ani 
I don't see any evidence that that was a margin account 
at any time. 

MR. DEVINE: All the way through 1971? 

THE COURT: No. You asked this witness whether 


wth 


he got statements of account along towards the incenoticn 

of the business, with the inference, conveyed to me, that 
there was a margin account that Mrs. Anderscn was running 
and there is no evidence of that at all. 

MR. DEVINE: My question spanned 2 five year 
period, your Honor. 

THE COURT: Is it agreed that it was not a 
margin account at the time of the inception of the 
counseling, service? 

MR. DEVINE: Apparently there was not, your 
Honor. It came about at a later time. 


Q Do you have any recollection as to whether Mrs 
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Anderson established a margin account? 
A No. 
Q When was it that Mr. Anderson told you that the 
Cambridge real estate nad not been solid? 
A When he came in to talk to me about the brochure. 
THE COURT: Let's go to the other one, the 
Anderson Company account. That shows no evidence of 
having been a margin account either at the inception of 
the counseling services or during that first 4-month 
period. What is all this talk about takins over a marrin 
account? There was no margin account in either account. 
MR. DEVINE: I was inquiring abo. t the full time 


period, your Honor, 

THE COURT: I don't think that wes the way tt 
was conveyed to me. Neither of these accounts was a 
margin account, isn't that the fact? 

MR. DEVINE: At a point in time -- 

THE COURT: At the time this firm was hired, 
and Mr. Anderson wanted to know what about short sales 
and what about margin and the witness has riven testimony 
on that, but neither was the fact at the time when the 
accounts came in. I don't want to be confused avout the 
facts in this case. They are all subject to verification. 

MR. DEVINE: I didn't mean to confuse you, your 


194a 


SOUTHERN UIST ICT COURT HEPORTERS, U.6. COUNRTROUF 
FOLEY UARE, NEW YORK, NY Co 7.4509 


~] 


~ 
tr 


13 


14 


— 
Qo 


17 


18 


19 


« 


rmkm Chase-direct 2 


Honor. I did ask about the five years period. 


ie) 
> 
2 


THE COURT: It is perfectly clear neither a 
at any time during the first four months of its inception 
was a margin account regardless of when tne Cambridce 
property was sold or to be sold, isn't that the fact? 

MR. DEVINE: I think that is correct. 
THE COURT: The Cambridge brochure as Decembe 
1966? 

MR. DEVINE: Yes, that is true. 

T!} « COURT: So all the talk about margin and 


liquidating the Cambridge property had nothinz at all 


to do with either account at the time that they hired * :e« 


services, 
MR. DEVINE: Could I have Plaintiff's Exnibi+ 
A 


,» Please? 


BY MR. DEVINE: 


Q Is this the brochure you are referring to, Mr. 
Chase? 

A If it wasn't this one, it was similar to that. 

Q When was it you first saw that? 

A I believe it was in December. 

Q 1966? 

A 1966. 

Q How was it that it came to your attention? 
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|| A Mr. Anderson sent it to me, 


d you generally discuss that document with Mr. 


4 4 Ander:on? 
1 
5 | A He asked me what I thought of it. 
|| 
6 Q Was this at a personal meeting? 
. } 
. 7 |] A I don't recall whether he sent it in the mail 
8 1 or whether he brought it in in person. 
9 1 Q I think you testified earlier what you thourht 
‘ 10 | of it and what you hed said to Mr. Anderson on that 
11 1 subject, but tell us anything else you rec@2ll being saica 
12 at that time. 
13: | A I don't believe I have anything to edd. 
14 Q Durine calendar 1967, was the Carbridge real 
15 estate sold? 
16 A My understanding was they borrowed against it 
MY and that is where tie money came from, 
18 | Q When did you obtain that understanding, wher 
19 did you obtain the information which bases that under- 
20 standing? 
2} | A I believe Mr. Anderson told us that is where the 
22 | money came from, this was the condition of *aking on the 
a | | account, that the money would be forthcoming, and he 
| 
24 | didn't get it from the method that he orifinrally outlined, 


2 Ii and then I think he said it was from bank voorrowing or 
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mortgaging to produce the money to add to the account. 


Q Is it true there were essentially three sources 


of the additional funds which were reauired to brings the 


accounts up to the Chase, Incorporated minimum? 

A I have heard that statement. It wasn't my 
business to determine where they were getting the 
additional money. 


Q Did there come a time when you learned the 


Cambridge real estate had been mortgaged? 


A I don't remember when I learned of it. 
I was: -- at least I believe I was told that at 


Subsequent time. 


Q Did there come a time when you leirned that iirs. 


Anderson's house had been mortgaged? 
A Many years later. 


Q Did there come a time when you leirned that 


bank borrowings had been undertaken against the securit 


of investment securities? 
A Will you ask that question again? Bank 


borrowings -- 


Q Did there come a time when either “rs. Anders 


or the Anderson Company borrowed money from 2ny banks 
and pledged as security for the borrowing, investment 
securities? 
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A I was told that much later, but I didn't know 
it at the time nor was I advised to that effect. 


Q Did there come a time when you learned that 


either the Anderson Company or Mrs. Anderson had borrowed 
money from brokerage houses by purchasing securities and 
margin? 

A I believe, as I was told by those managing the 


account, that some of the brokerage accounts indicated 


margin accounts in their monthly statements 


Q When you learned these things 
the relationship with the Anderson accounts 
terminated? 

A No, but I did contact Mr. Andersor 

When first did you do that? 

A I told him that I thought he had broken his 
original agreement with me that there would not be a margin 
account, with the sole exception tnat I have; already 
testified to during the two-month period he was waiting 
to get the proceeds out of the Cambridge real estate. 

Q When first did you tell Mr. Anderson that? 

The first time that I knew -- when I was made 


aware, at least, of the fact that they were running marcin 


accounts. 


QQ When was that, to the best of your recollection? 
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I can't tell you. 
Q What did Mr. Anderson say to you at that time? 
A One of about three times he said he was wroing 


to be a good boy, wasn't going to do it any more. 


Q Were those his exact words? 


A I guess we would have to call that a paraphrase. 
Q Did you on eac.; occasion check thereafter to 


see if the margin account had been closed, o 


mortgage on the real estate had been eliminated, or if 


the bank borrowings had been eliminiated? 


A Bank borrowings and real estate mor 


not a part of our concern. 

Q I show you Plaintiff's Exhibit 6, and Pla 
Exhibit 7. With respect to 6, is that j ipnatr 
appears on the letter? 


A Yes, 


Q Did you send that letter to Mr. Anderson having 


pre-signed it? 


A I don't recall whether I pre-signed it. I mignt 
well have done so. 

Q Do you recall whether you received the letter 
which is Plaintiff's Exhibit 7 from Mr. Anderson absent 


the handwritten material? 


A Except for this (inditcatinr). 


199a 


SOUTHERN OIST CT COURT REPORTERS, U.S. COURTHOULE 
FOLEY UARE, NEW YORK, N.Y cc 77-4580 


J 


10 


Si | 


rmkm Chase-direct 296 
Q Except for the handwritten material, ye 
A I remember the letter. 
Q At the outset of the Chase,Incorporated 


counseling of the Anderson accounts, did Crase, Incorporate: 
to your knowledge obtain infcrmation with respect to the 
owners of the Anderson accounts, financial information 


background information, of any kind? 


A We did within this framework. 


— 
= 
~ 


. Anderson told 
me that he was going to run the accounts. We had no 
discretion over the running of those accourts 


» We had 


no right to place any orders. The understanding, from 

my standpoint, was that we were to mive hi recommendations 
within the broad framework that he had outlined az to the 
investment objectives of the three funds. Under those 
circumstances, we wre not poinre to fo back and ack about 


insurance policies, whether they had a rich uncle or a 
> d 


Grandfather's trust or any of the many things that we 


would have normally requested if we were to assume the 

kind of responsibility that comes from having discretion. 
He had told me specifically that was not the kirj of 
Service that he wanted, he wanted a flow of recommendations 
to him, 


¢ When you say run the accounts, wh2t do you mean 
. , . 
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A Perform the type of service that we understood 
the contract called for, and the tyve of service 


Douglas Anderson had stated that he wanted. 


Q As I understood your testimony, You 
Anderson was going to run the accounts. Are you now 
saying that ne was going to render that service to himself? 
I think I have it cle2r as to what 


the witness said, ana this question js argunentative. He 


made it perfectly apparent that the one was 


place the orders and make the decisions and the 
going to render counseling within the framevork of 
investment objectives outlined. 

Q Was it the policy of Chase, Incorporated not to 
obtain background information about account: where 
discretion was not given to place brokerage orders? 

A No, it was not a policy; it was a question of 


judgment of the account manager as to what vas necessary 


in relation to the particular account. 
Q Was there a policy to obtain -- a positive 
policy to obtain information about non-discretionary 


accounts? 


A I feel I have answered that. 


Q Let me see if I can make myself more clear. 


With respect to the Anderson accounts, you nave testified 
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N 


that no information was obtained about the background and 
financial status of the accounts and, as I understood it, 
the reason for that was that the counsellor -- 


THE COURT: 


Hi 


don't think that was the testimony 
at all. 
MR. DIAZ-CRUZ: I object to counsel character- 


izing -- 


THE COURT: That was not the testimony at al’ 
You were not ashing him about financial information atout 
the account. You were asking about financtal informat’ on 
azdout the people involved. 

MR. DEVINE: That is what I meant to say herr, 
your Honor, 

THE COURT: But you didn't say that, 

MR. DEVINE: i am sorry. I will rephrase it 
THE COURT: Let's cut this short: Why didn't 
you think it was necessary to find out about the 
principals of Anderson Company or about Mrs. Anderson 
beyond listening to her son? 

THE WITNESS: Because he told me ne had full 
power of attorney to act for her and when he told me that 
these were the investment objectives that he wanted us 
to dddress ourselves to in the manarement o~ the account, 


I felt that was the authority that we needed to act within 
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the framework of our, contract. 


THE. COURT: ALL Tight. 


Q Did you feel it was necessary or appropriate to 


know the nature and amount of Mrs. Anderson's income 


unrelated to investment securities? 


A No, I didn't, for the very reason I have just 


stated: this was a judgment her son nad mede under hi’ 


power of attorney, as I understood it i “idan 't 


there mirht be. his s the 


in which we accepted the account, and 


my answer. 


KNOW 


framework 


Q Did you feel it was necessary or “propriate 


know what the expenses, the living expenses, at 
Anderson were? 

A No, I didn't, in this case. 

Q Did you feel it was appropriate tc know 
other assets were, those assets which were not in 
account? 

answer is no. 
you feel it was appropriate to know 
her debt was, her borrowings, other than anything 
may have been disclosed in her account? 
THE COURT: There was no debt disclosed 
account, aS we saw at the beprinning, here, What h 
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later on we will take up as we go to it. There is no use 
in asking questions that refer to the inception of the 
business and then tell me that you are talking about fiv2 
years. 
MR. DEVINE: I withdraw that, your Honor. 
Q Did you feel it was necessary or apvropriate 

to know the outside debt or borrowing, if any, which Mrs. 


Anderson had at the inception of the accounts? 


A Yes. 


Q Did you make inquiry on that subj >ct? 

h Yes. 

Q How did you make that inquiry? 

A In personal conversation with Nr. ‘nderson. 

Q Through the five year period that this counseiing 


arrangement was in effect, did you continue to believe 
that that information was necessary or appropriate to the 
counseling of the account? 

A Yes, and I felt it was incumbent unon the client 
to keep us posted as to changes within the framework of 
the inception of the account. 

Q You did not feel there was any obiization of 
Chase, Incorporated to make inquiry periodically on that 
subject, is that correct? 

A No, 
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te It is not correct? I am sorry, the question 
was poorly pnrased. try it again. 


In the five-year period that the accounts 


in effect, did you feel > WAS necessary or approp 


to inquire on a regular basis with respect to the outside 


9 


debt and borrowing, if f Mrs. Anderson? 

A iy answer was I think we had a right to 
rely on the one that held the power of attorney to keep 
us current after he had made le original statement as 
to his mother's position. If changed materially, I 
think it was up to him to advise us and not for us to 
boring into our client's accounts repeatedly. 

Q Was there ever a time between October of 196° 
and February of 1971 when Mr. Anderson or Mrs. Andersoa: 
refused to provide Chase, Incorporated with any 
of any kind which was requested by Chase, I icorporated? 

No. 

Did there come a time when the so-called blacx 
was set up for the Anderson accounts? 

Yes. 

When was that? 

Almost from the inception. 

I show you Plaintiff's Exnibit 45, ana 


that is the black book for the Anderson account? 
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in my handwriting. 
Q Do you know what IM Bancroft's purpose was in 


preparing these documents? 


A Different account managers work cifferent ways. 
I would call these work sheets, that is all. 

Q Was it Mr. Bancroft's practice to bring those 

sheets to you and review them with you? 

A He did in the beginning, when we were settinz 
them out, and if I was available, he would normaliy do it 
Subsequently. 

Do any of those sheets refer to borrowings that 
either the Anderson Company or Mrs. Anderson had, and 


refer specifically to bank borrowings? 


Yes, I see under the heading of the Andersor 


~~ 


fal 
IU. 


)5~- 


Company, "Reduced bank loans in the amount of $15 


In other words, our sale program exceeded our purchase 
program in order to reduce the bank borrowings. 
Q Subsequently was a recommendation made to 

either Mrs. Anderson or the Anderson Company which 
included a recommendation to use the proceeds of particular 
Sales in order to reduce bank borrowings? 

Excuse me, would you ask that question again? 

THE COURT: He wants to know whetrer, although 
he said Anderson Company and Mrs. Anderson, in relation 
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to an Anderson $15,000 borrowing, whether a recommended 
sale of a security carried with it the sugrestion that 
the $15,000 debt to the bank be liquidated. 

A Yes. It says on it here "E 
New York loan, 7,000; reduce t S e Street loan by 
8,000," that a total cf 15, “leaving State Street loan 
at 12,000 as the only bank loan." 


Q Did you discuss with Mr. Bencroft this recommen- 


dation to reduce bank loans? 


He did it on my instructiors. 

Q Do you recall what was saiu 
or those discussions? 

A No. I said I wanted to ~*t the 2ccount out 
of debt. 

Q Was there ever a time generally «hen yo 
discussed with any of the other account surervisors on 
this account the status of debt or the apprepriateness 
recommending a reduction in debt? 

A I can't be specific as to time, and so forth, 


but it was understood throughout our period of relationship 


with the Anderson Company that we were unhapoy with any 
debt of any kind, and one of the big, problems we had was 
trying, to keep current with just what really constituted 


free funds and what represented transfer of funds from 
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porrowings outwide. This was one of the big, headaches we 
had in trying to do what we felt was an effective job. 

Je also, I might add,found it very difficult in 
functioning in the normal pro.ess of making specific 

sale programs and purchase programs when mony of our 
recommendations were not accepted by Mr. Arderson. In 
fact, in later periods, why, it became increasinc)y 
independent action on his part, so that our recommendations 
we felt were becomins; increasingly meaningiess. 

Q Wnat was the nature of the difficulty wrich 
you testified before with respect to the, i thinx you 
said, transfer of funds? 

A Money kent being added or taken out of the 
accounts. We never really knew what the money was dDeing 
used for when it went out and we didn't really consider 
it our business to know. They had a right to do anything 
they wanted with their money. Money would come back into 
the accounts and in many cases there was no explanation 
whether it came from bank borrowing, or mortzage or 
whatever it mifht be. 

Q Did Mr. Anderson ever refuse to tell you what 
the source of new money was, or what the use of outflowing 
money was going to be? 


t 


A No, I don’t think he re don't think 
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we considered it our business how the Andersons 
personal affairs. 

MR. DE ;: Your Honor, could we staple this 


exhibit? 


THE WITWI : Ls 2E 2c, 2t. i982 
our business how they run their personal affairs provided 


they stay witnin the original terms of agreement te which 


we accepted to manage their accounts. 


Q I snow you Plaintirr's Exhibit and ic. To 
the best of your recollection, do these documents reflect 
the initial recommendations which were made to the 
Anderson accounts? 

A Yes. 

Q With respect to Plaintiff's Exnibdit ll, 


is the colored forms, were forms of that kiid standard 


Chase, Incorporated's operations in December of ight 
A Yes. 
Q Does Chase, Incorporated have a similar ty; 
form in effe't today? 


A Yes, it has similar forms. 


Q ‘ form or a form similar t° 
standard between December of 1966 and toda;? 


A Denending, on the type of account 


; 
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account -- what the client wanted and what the acz-sement 
was between the client and ourselves. 

Q Was there time between December of 1946 and 
February of 1971 when the type of account tnat eltner of 
the Anderson accounts was changed? 

A I don't think the type of account changed; the 
type of service we found we were able to render changed 
perforce of circumstance, and by agreement wit Mr. 
Anderson stemming rom two periods, one when we 2creed 
to take back the Anderson Company account, and I believe 


that was in July of 1968 -. I again reiterzted t 


2) 
‘aad 
a 


that I would not take the account back unless he would 

at once begin to adhere to the basic arreerent that we 

had about no margins and no short selling At a later 
time, when Mr. Spindler took on other duties in cnurge 

of the institutional department and Mr. Inches vook over 
the account, the question then was whether we would 
continue the account at all. My recollection was that 

Mr. Spindler felt that the account should not be continued, 
that it was too difficult to keep track of what was poing 
on and the nature of the operation was suck that increasing 
ly very little attention was given to any recommendations 
of this form that went out (indicating). Thus, wren Mr. 


Inches took over the account I told him thot J wanted him 
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to have a talk with Mr. Anderson to come to an arreement, 
if they could, as to what kind of service he really wanted 
us to render. My recollection is that I told Douslas 
Anderson at th5 same time I wasn't going to continue the 
account unless there was some kind of agreement reached 
that was mutually acceptable. They went ort to lunch, I 
recall clearly, and I think they were gone for at least 
two hours. When they came back, I asked each of them 
individually whether they had reached a modus vivendi, if 
you like, by which was had agreed on the zyne of service 
that the client wanted and whether the service he wanted 
was a service that we felt that we could render tc him. 
Each of the two gentlemen, Mr. Anderson and Hr. 


Inches, said they had had a meeting of minds and I 


“” 
— 
A 


therefore said, "All right, we will try it on that bas 
and it was within that context that it was asreed at 
that time ti.it cecommendations which normally in our 
accounts are made in any one of three ways, namely, in 
writing, by telephone or by personal contact -- it was 
agreed at that juncture shat the recommendattons in 
writing would not constitute a part of the service, that 
what Mr. Anderson apparently wanted was verbal and 
personal contact with Mr. Inches in order to get the 
benefit of our policy committee's basic investment policies, 
2lla 
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our research department's findings and our securities 
selection committee's materla. This didn't mean that he 
was entitled to receive all of this information, far from 
it, but he was entitled to ask questions ana to the extent 
that we had covered the stocks that he was asking ques‘tons 
on, we would be glad to give him that information and, in 
aidition, we would give him recommendations of particular 
stocks that we thought were attractive at any given time, 
and we would give hin in our regular reports our thinking 
with respect to the economic.and stock markec outloox. 

Q Prior to December of 1968 were tne forms of the 
type which are Plaintiff's Exhibit 11 in use with respe-t 
to the Anderson account? 

A Prior to what date? 

Q December of 1968. 

A I believe that they were on all svecific 
recommendations. There were many other dissussions of 
securities, and so forth, that were verbal and wnich were 
not reduced to writing. 

Q When you say a specific recommendation, what 
do you distinguish it from? What is a non-srecific 
recommendation? 

A For example, Mr. Anderson might cil] up and 


aw 


whether he disclosed the sources of his inquiry or not is 
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not too ‘material, but he might say that such and such a 
firm is, recommending such and such a stock, and-ask what 
we thought of it. We would say "We think well of that 


' 


company," I would call that a non-specific recommendation. 
If we initiate a recommendation , saying buy 300 shares 
of X, Y and Z Company on such and such an a 


that specific. 


Q If the answer to Mr. Anderson's auestion was 


"We think well of that company," which is I think what 


you said, would that mean that the securities should be 
purchased? 

A If we thought it should be purchased, we woul. 
make a statement to that effect. Where he is asking 
what our opinion is of the company, that is something ¢2ise 
again. What we wanted to avoid during this period was 
making positive recommendations, definite recommendatj 315 
involving a certain amount of money, so many shares 
buy, when we didn't know where the money was coming 
to pay for it, whether it was margin, short s¢ciling 
whatever it was. We were Unwilling to assume tne 
responsibility of making that kind of a recommendation. 
We were willing to give him the benefit of our advice 4s 
to whether we considered a stock attractive or not. He 


had taken the management of the account, as he had from 
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the very beginning, obviously into his own hands to 
exactly as he chose, whether it was in accordance wi 
our recommendations or contrary to our recommendatio 
but in many instances we found that he asked questio 
about companies that he had already bought or sold p 
to the time he asked us the auestion. 

Q If the Chase, Incorporated supervisor said 
"We feel this security you are inquiring atout is 
attractive" or he said "We think we will hive that 
security," was there any expectation that Mr. Anders 
would or would not purchase it? 

A We were just answering his question, and t 
was part of the service that he asked for. In the 
agreement with Mr. Inches, my understanding: was he w 


the right to call and ask questions about the attrac 


or unattractiveness of securities. We responded to 
inquiries. 
Q With reference to Plaintiff Exhibit 11, wh 


shows a series of recommendations, is it fair to say 
these recommendations were interrelated in the sense 
the proceeds being generated by sale recommendation 
applied to particular new investments or different 


investments? 


A I am sorry, you lost me. I was trying to 
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| this at the same time. I apologize. 


to 


3 |i Q With respect to that exhibit, Number 11, is it 
4 fair to say that the purchase and sale recommendations 
| 
5 were interrelated in the sense that the sale proceeds nad 
| 
6 1 a proposed usage? 
7 | A Yes. 
8 Q with respect to the conversation which you had 
9 | with Mr. Inches after he had met with Ilr. /nderson, will 
10 | you tell us as completely as you can, withcut repeating 
1] | what you said already, what you said and wat Mr, Inches 
12 | said at that time? 
13 A I don't tnink I can recall in any greater detail 
14 | than what I have already stated. 
15 | Q Was Mr. Anderson present when you spoke to Bir. 
16 | Inches on that occasion? 
17 A No. 
18 Q I think you said you also spoke to Mr. Anderson 
19 at that time? 
20 A That's right. 
21 Q Was Mr. Inches present at that ccnversation? 
22 || A My recollection is no, I spoke tc him indivicually 
23 | Q Do you recall anything more about what was said 
2A and by whom, other than what you have told us already? 
2 | A I got the impression there was a mutuality of 
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satisfaction with the discussion that had taken ->lace 
between them, 

Q Following these conversations, to the best of 
your knowledge was any notation made on any Chase, 
Incorporated document which reflected this change in tne 
method of counseling? 

A Not that I am aware of. 

Q To the best of your knowledge, wes any written 


confirmation made of this agreed upon chanre? 


A No. 
Q Was the agreement, the contract letters between 


the Anderson accounts and Chase, Incorporated, amended in 


ae | 


any respect? 


A No. 

e Were the SEC filings on Form ADV amended? 

A No, we didn't feel any of those siould be done. 
The basic agreement was still there. It was a question 


of what the individuals wanted. We were prepared to 
provide the full service but that was not what was beinz 
used. 

Q I show you Plaintiff's Exhibit 53, which states 
at the top, "We have effected the following transactions." 
Do you see that languare? 

A Yes. 
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2 ! Q Did there come a time at Chase, intorncrated 

1 
3 || when this tyne of form came into use on accounts such 

\} 
4 || as the Anderson accounts? 

i} 
5 | A I think the best thing that can be said of this 
6 | is that it was the wrong form that was used, becaus? we 
7 | never effected any transactions. This wouli only be used 
8 ! by a discretionary account. This was put o1 the wrong 
9 | form. 

| 
10 | Q Did you ever see that document, o7 the document 
ll | from which it is a copy, before today? 

\ 
12 || A Only at the time of my deposition, 

| , Pee ; : 
13 1 Q Do you know if the document from ‘which that is 
14 | copied is contained in the black book on the Anderson 

i 
15 || accounts? 
16 | A I don't know for a fact. I assum: it is, or 

! 
17 |] it was. We don't keep all going back to the beginning, 3: 
18 |} an account. We take them back and file then separately, 
19 | the old materials, so I don't know. 
20 Q I show you the black book and a blue documen: 

| 
21 | in that book, which appears to be the document from which 
22 || Plaintiff's Exhibit 53 1s copied. Does th2* refresh your 

i 
23 recollection as to whether you have seen that document 
24 before, before your deposition in this case‘ 
25 A I think I probably did, yes, but © had no 
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recollection of it. My recollection was when you 
presented it at the deposition. 

Q Was there ever a time when you inquired of the 
account supervisor what the purpose and meaning cf that 
document was? 

A No, I would have no reason to inavire of the 
account supervisor in this case more than in any of the 
other 500 accounts being managed in the office. 

Q What I mean to ask, in one of your reviews of 
the blick book when you came unon that document did you 
have occasion to comment to the suvervisor, "What is 
this? What is the purpose of this?" or anything of that 
nature? 

A No. The account supervisor didn't even have to 
put this in here if he didn't choose to. It was probably 
for his own convenience. I would have had no reason to 
question him as to why it was there. 

Q Do you know today what the purpos:? of that 
document was and why it was in the black book? 

A I don't know why that particular one was put 
in there, no. 

Q Do you know whether any of the other colored 
pages of that multi-page form were sent to wither of the 
Anderson accounts? 
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A I haven't got any idea whether they were sent 


out or whether these were just internaily piaced in the 


book. 
I show you Plaintiff's Exhibit 32, and as 


> 


you recall having seen that before today or, more 


precisely, I suppose, before your deposition in this case? 
A I don't recall seeing it. 


Q Do you today know what the purpose of Plaintiff's 


Exhibit 32 was in the Chase, Incorporated system pertaining 


to the Anderson accounts? 
A Will you state that again, please? 


MR. DEVINE: Maybe the reporter would read it 


(Read. ) 
wouldn't say it was a part of the system. 
The account supervisor could well make use of this kind 


of a -- the heading is "The client has infcrmed us of 


the sale and the following changes", and he mirht have 
deemed it a convenience to have all of those recorded o 
one sheet of paper and it might be helpful to the 
bookkeepers, too, in making the changes on the individual 
security cards. 


Q Do you know if a copy of this document was sent 


to either of the Anderson accounts? 
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A No, I don’t. 
Q Did there come a time in 1967 when additional 


cash was generated by the Anderson accounts? 


A [ really can't identify when additional funds 
came in. 
Q When was it that Mr, Spindler became the 


primary supervisor in the Anderson accounts? 


A I believe about April 1967. 
Q Do you know if at any time during 1967 Mr. 


Spindler prepared a program witn respect tc additional 


funds that came into the Anderson accounts, or either of 
> 


them? 
A I haven't got a recollection of that, no. 
Q Did you have occasion during 1967 to review an 


initial program with respect to additional funds with 


Mr. Spindler as you previously had done with Mr. Eancroft? 


A I think I have testified to that. 
Q That you did not? 
A I said that if I spoke to him at all, it was on 


very rare occasions, 
Q Still with reference to 1967, were there 


divisions in Chase, Incorporated's counseling 


2 


operation 
at that time? 
A 19672 
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1967, yes. 
Divisions? 
Q Yes, segments. 
A Can you be more specific? I am not quite sure 
wnat you mean by divisions. 
Q Were small accounts handled by people separate 
and distinct from those who counselled larse accounts or 


mutual funds? 


There were, if you want to e211 it, irternal 


divisions, all using the same common mater:.al to apoly to 
the varying investment objectives for which they were 

held responsible. So we had the small accwunts, the large 
accounts, and later the institutional accounts, and the 
funds. 

Q How did the services rendered to the small 
accounts differ from those rendered to the large accounts? 

A The small accounts, and I assume you are talking 
abdout the 25 to 500,000 -- 

Q Well, whatever was the fact in 1967. 

A Those accounts had appraisal periods that were 
less frequent. - They also were not entitled to the 
personalized service that the large uccounts were 
entitled to, namely, calling up and talking to the 


investment advisor. Small accounts, we had full discretion 
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we operated solely through registered representatives 


or brokers and they were the intermediary with the 


clients and the clients understood if we wanted to zet 
questions answered they were to go to their broker, not 
to us. We were attempting to give to the little fellow 
as much as we could in the way of financial] service, but 
the cost would have been prohibitive if we . ave the 
personalized service we gave to the iarge cnes. 

Q Were the large accounts supervised by people 


separate and distinct from those which manégzed the mutual 
funds? 
A Generally speaking, this is so, Cut people that 


were on the fund management team also handled some li.fe 


that true of Mr. Spindler? In other words, 
was he on the fund management team and also a large account 
supervisor? 
A At one time, yes. 
When sas that? 


A 


A 1968, when he was on the fund manazemen 


for a period of less than a year, I would say. 


Q Do you recall which part of 1968 that was? 


Well, cr it related to -- he went off or 


the fund management team at the time he became responsible 
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for the » institutional department, which was 

in 1968. hink he was we ic know, I 

it was in the spring, the early part of 19683. Ke 

for, would say, more than six montns. 

Mr. Inches on the fund management team and 
large account supervisor at any time? 
No. 


With 


what entity caused them 


What entity caused e fund t¢ > created? 
Yes 
The directors of John P. Chasc, i” 
Q Was there ever a time when a Chas? 
subsidiary was in the business of selling t 
the stock of the Chase group of mutual fund 
A Chase Distributors operation, a Ww 
subsidiary, this was their responsibility. 
that throughout the period from late 1966 


through early 1971? 


IT don't know what the date was when Chase 
Distributors Corporation became Chase Inv 
but it changed the corporate name [ think during that 


period. 


Q Without particular reference to the name, 
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true that throughout that period « subsidiary of 
Incorporated was at all times in the business of selling 
the Chase group of mutual funds to the public? 


A That's right. 


Q How was the subsidiary comper.uate:i for its work 
in that respect? 

A The subsidiary was compensated as a percentage 
of the sales commissions, 

Q Throughout the period from late 13966 through 
February of 1971 was Chase, Incorporated th? manaser o. 


the Chase group of mutual funds? 


A That's rishst. 


Q During that period how was Cnase, Incornozated 


compensated for its services and fund manager? 


MR. DIAZ-CRUZ: Your Honor, we object ac to the 
relevance and materiality 
THE COURT: Sustained. 
Q Between 1966 and 1971 did Chase, :ncorporated 
have procedures governing the order of purctages and 
sales when a mutual fund and a larre account were intereste 


in the same security? 


MR. DIAZ-CRUZ: Objection. 
THE COURT: Sustained. 
In that same period, from late 1664 throurh 
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February 1971 was it possible for a large mutual fund 
transaction to have an effect on the market orice of t’ 
security in which the tr: .ction was taking place? 


A You are talking breadly? Any mutual fund? 


Q Was that also true for the mutual funds in tie 


Chase group of mutual funds? 


MR. DIAZ-CRUZ: Objection, your Honor. 


THE COURT: What is the background purnsse o’ 
this? Are there any specific recommendations that you 
say collide with anything thet Chase did? They didn't 
do any purchasing, they had no discretion. The shest 
that you have submitted yourslf indicates a lot o1 
transactions that were not under supervision. I don't 
know what you are getting at. I would like to give you 
broad latitude to establish what you say is a breac 
the employment, or even a supposed fiduciary obligation, 
but wnat does all this have to do with this case? 

MR. DEVINE: Your Honor,it is the plaintiff's 
position that because mutual fund transactions, often 
very large, can have an impact on market price, that there 
is necessarily an obligation on investment sounsellors 


who are advising both individual accounts and mutual 
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funds to see that the market price effect cf musual fund 
transactions is not adverse to the other arcr:ounts that 
it counsels. 

TH= COURT: What does that nave to do with any 
recommendation made by Chase to Mr. Donald Anderson? 

MR. DEVINE: Your Honor, we feel ttiat from 
public documents there is indication that the Chase group 


of mutual funds was transacting in securiti2s which the 


Anderson accounts held during concurrent periods, and 


that the interrelationship of the transactions by the 
mutual fund and the positions and/or transaztions sy the 
Anderson accounts might have been adverse t> the Anderson 
accounts. 

THE COURT: There is not an iota 927 evidence of 
that to support your statement in the record. After 
examining the tax return schedules last night, which I am 
sure you have examined, it looks like the t'so accounts 
hit the skids when Mr. Donald Anderson went into his 
prolonged short selling, and that that is what caused the 
losses to these accounts of inordinate amou.ts, when he 
went short in 1970 on 34 transactions and 1971 9 87 
transactions, revorted in your tax returns. 

If you are soing to make any charzes sucn as you 
have uttered apart from something you may have read ina 
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periodical, you lay the ‘oundation for the speci-ic 
security and the specific dealing of the mutual fund that 
you say was managed by Chase, else it is Just a smoke 
screen and a red herring. 

I will give you the full opportunity to do that, 
but you have no evidence whatever, not a scin*%illa, of 
any such situation, and particularly where the management 


of the account was conducted by Mr. Anderson, both on 


his testimony and on this witness's testimony. 


BY MR. DEVINE: 

Q Did you personally discourage conversations be- 
tween large account supervisors of the foliowing typo, 
where one supervisor says to the other "I am recommending 
the purchase of a particular security at a particular 
price for a particular account," and in each instance 
names the security, the price and the account? 

A It. strikes me that is a rather hyrothetical 
question, but if I may try to answer it this way, I never 
discouraged free discussion among any peopie in the 
organization. The only area we tried to stav away from 
was from one account manager @iscussine in detail, using 
names of their accounts, with others around the office. 
We tried to maintain as much privacy as pos:.ible in these 
matters. One of the problems is that when vou discuss a 
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transaction, such as the hypothetical one you set up, it 
is rather meaningless to have that kind of a discussion 
between two individuals unless both individuals are 
thoroughly familiar with all aspects of the individual 
account for which the security is being considered. What 
may be appropriate for one account, may not be appropriate 
for another. What may be appropriate for a fund with 
certain objectives may not be at all appropriate fora 
trust account such as the Anderson trust. 

I don't know whether that answers: your ;vestion, 


but, I never have discouraged free and open discussion 


among any people within the organization. 

Q What was the first occasion, to jour kn‘ wlease, 
when a short sale was made in either of the Anderzion 
accounts? 

A I think the first one that I receli was the 


instance of Sherwin-Williams being sold shcrt in 1947, 


late 1967. 
Q Do you recall how that came to your attention? 
A Mr. Spindler called it to my attention. 
Q On that occasion did you speak to Ar. Anderson 


with respect to that short sale? 
A I didn't. I think Mr. Spindler did. You will 


have to ask him about that. 
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Q Are you familiar with a practice sf mazing 
year end short sales for tax reasons? 

A No. Excuse me, if you say am I faniliar with 
it, that implies that perhaps I have practiced it or 
recommended it. I know some people have used that device, 
but we have never used it in our office. 

Q Is there a reason why it is never used in your 


office? 


A Well, number one, I think I made it crystal 


clear we don’t believe in short selling. humber two, we 
don't want to be a party to a subterfuge from a tax 
standpcint. 

Q With respect to the short sale in Sherwin- 
Williams, did you give Mr. Anderson any instructions or 
recommendations with respect to it? I mean you personally, 
rather than the company? 

A Ll didn't. 

Q Was there an interval in which Ch2se, Incorporated 
did not counsel thé Anderson Company account? 

A 

Q ' When did that interval berin and wien did it end? 

A I believe it ran from December 31, 1967 until 
the latter part of July 19°8. 


Q When that tnterval beran, in or about December 
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of 1967, did you speak with Mr. Anderson about it? 

A The first time I knew about it is when a letter 
was received, which I believe was shown to me, that made 
a decision to terminate that account. 

Q When you saw that letter, at any time shortly 
thereafter did you speak to Mr. Anderson about the 
contents of the letter? 

A I don't recall that I did so. 

Q I show you Plaintiff's Exhibit 16, and ask if 
you say that letter before it was sent to M*. Anderson? 

A Not to my recollection. 

Q Did there come a time when the An:lerson Company 


account was reinstated at Chase, Incorporati:d? 


A Yes. 
Q When was that? I think you said in mid 1968? 
A I testified I thought it was the latter vart of 


July, 1968. 

Q At that time did you speak with Mr. Spindler 
about the resumption of counseling the Anderson Companv 
account? 

A Yes. 

Q What do you recall being, said and by whom at 
that time? 


A Mr. Spindler indicated to me that he was 
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reluctant to take the account back. Frankly, he thought 
it would be better if we terminated the other two 
remaining accounts. 

Q Did you share that view? 

A No, I think I unwisely, from 20-20 hindsight, 
urged that we sive him another chance, 


Q What else do you reeall being, said in your 


conversation with Mr. Spindler on that occasion? 


A I think tht clearly sets forth the basic 


interchange of conversation. 

Q At or about the time of the reinstatement of 
the Anderson Company account, did you have occasion to 
Speak with Mr. Anderson? 

A Yes. 

Q When was that? 

At the time we were making a decision whether 
we would take it back again. 

Q That would be in July of 1968? 

A I believe so. 

Q Was that a personal meeting or telephone 
conversation? 

A I believe it was a personal meeting. 

Q Where did it take place? 


In my office, as I recall, 
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Q Who else was present other than you and Mr. 


Anderson, if anyone? 


A Nobody, that I recall. 

Q What was said on that occasion and by whom? 

A My conversation, -as I recall it with him, was 
to the effect that, "Doug, you have not lived up » the 


original agreements that prompted us to take on the 

management of your family accounts in late 1966, and we 
are not happy with the way it has been goinz. We don't 
feel you are getting the benefit of our services." Ané¢é 


I restated my original position relating to margin 


accounts, short s 


p 


les, and I said “There has to be a 
rededication of the elimination of those tw> practices," 


to which he agreed again, and it was on the dasis of 


that that I unwisely persuaded Mr. Spindler to resume the 


responsibility for the management of that azcount. 
THE COURT: I think we will take a recess now, 
The reporter has not had a rest since ten c'clock. 
MR. DEVINE: I have been cognizant of that 
myself, your HOnor. My legs tell me. 
THE COURT: We will take a recess now until 
two o'clock. 


(Luncheon recess) 
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that are mentioned in that sentence? By firm recommenda- 
tion I think I mean what you testified this morning 
was a specific recommendation. 

A If I might, I would like to have the Feoruary 
26th letter from Mr. Anderson to myself. 

Q Absolutely. I show you Plaintiff's Exhibit 27 


(handing). 


A I was responding to the last parazraph of Mr. 


Anderson's letter, where he said, "fhank you for the 


benefit of your thinking on this subject, for your verusal 
of historical income statements and our lat2st baiance 
Sheet. Thank you for the benefit of your tiinking on 

this subject." 

My response to that was, starting where you 
asked me to focus my attention, "Initially, we would be 
inclined to use the appreciation on the Gener?! Motors 
to offset losses on National Casket, Avnet and probably 
L.V.O." All three of those securities, inc:.dentally, had 
been bought during that interregnum period ind we wanted 
to clean it up. I would call that a recommendation. 

Q A specific recommendatlson? 
Yes. 
Did you ever follow up on the third sentence 


of that letter in which you indicate that Jonnson & Johnson 
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NA) 


Scope and Syntex mirht be sold at a later date? 

A This was a matter of tax considerations that Nr. 
Anderson presented. If we had taken those other losses, 
which we would have been inclined to, if we had been runnin; 
the account, since I think we understane each other here, 
we would have gotten rid of all of the losses but that 


c 


would have thrown the Anderson Company in <. loss position, 


which he did not want to do. That is why tnat was 


S was 
Separated and I said "At a later date it weuld be desirable 
to consider taking, losses on Scope and Syntex against 

your Johnson & Johnson", and you said did I follow up on 
that? 

Q Yes, did you ever tell Mr. Anderson the time 
had come to do that? 

A I think he understood very well wnat I meant 
because I had discussed with him taking losses on all of 
them. This was at a later date and I probably should have 
said "After the end of your fiscal year", 

Q When you iene that if Chase, Inecrporated had 
been running, the accounts you would have been inclined to 
take all of the losses, what do you include in the 
catepory bar: Os Baa, 

A Ju.t the i. e that we ore talking about nere, 


Three we put Jn one bracket and two f21) in after the 
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fiscal year. 
Q Can you run throurh that quickly, by security, 


because *here are six secur.icies mentioned in thet letter 


and you were referring to five. 

A I beg your pardon, I meant six. 
the first bracket, National Casket, Avnet ind L.V.O. -- 
no, excuse me, there are only fiv:, Nationz1 Casket, 


Avnet and L.V.C., and the other two are Secpe and Syntex. 


Q What about General Motors and Jotr.son & Johnson? 


They are the ones he is introducing into the 
account and those had profits in them, and 
question of taking the losses on tre loss 


using them to offset the profits involved in sellinz either 


the Johnson & Johnson and/or the General Motors. 


Q Did you inform Mr. Anderson that it was your 
view that all seven c: the securities should ve sold in 
the existing tax year? 

A I consider that letter to say exaztly that, 

I think anyone of Mr. Anderson's knowledge of the secu 
business understands very well wh cI was tilking about 
here. 

Q You mean the letter indicates that all seven 


securities shoulc be sold prior to April 30 of that taa 


year? 
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A Not at all. That is not what I said, 
a Then you misunderstood my prior question. Ny 


prior question was, did you tell Mr. Anderson that if you 
had been running the account you would have directed tnat 
all seven securities be sold in the existinr tax year. 

A In the discussion I told him I thought all five 
of the loss ought to be disposed of, but he made the 
point, valid, if you will, from his standpc int, he didn't 
want to show a loss on the Company account curinr that 


Fiscal yertr: s 


C 


o I split the recommendatiors in two parts. 
Q If the first part of your recommendation had 
been followed there would have been a los: in that year, 


isn't that correct? 


4 Trere would have been? 

Q Yes. 

A I don't think so. I think the General Motors 
profit would have -- well, I don’t know what the Anderson 


Company's overall profit and loss position was, but I 
was told if we limited it to this part of the recommendation 
he could still snow a profit on the Anderson Company 


account for the fiscal year. 


Q Wno told you that? 
A Mr. Anderson, 
Q When did he tell you that? 
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In the conversations that relate to this. 

Q In the second paragraph of Plaintiff's Exhibit 
28 you strongly recommend that Mr. Anderson make 
investments from Chase, Incorporated rerular and "A" Lists. 
Were those lists being distributed to Mr. Anderson at that 
time by Chase, Incorporated? 

A Not on a regular ba ~ “te rave been handed 
one or more lists, I con't c reneral practice 
we do not distribute those s to cur clients. 

securities selection 
committee noting changes in those lists teing sent to 
My, Anderson on a regular basis? 

A Have you seen any minutes of securities selection 
committee minutes? 

Yes, they are an exhibit in this case. 
Minutes? 

Yes -- we have been referring to them as that. 
I would be interested to see them. Those are 


never distributed, that I know of. 


Q I show you Plaintiff's Exhibit 51, which are 


documents headed "Securities Selection Committee Meetings" 
and then a date. If it is incorrect zo refer to those as 
minutes, you might tell me a better phrase. 

A those are not minutes. They are just the results 
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oz the deliberations. J didn't mean to make a point 


aAsee 


that, but we just show ¢ ones that are approved to £0 


on the list, those that come off and changes in ratings. 


I muess it is semantics as to whether it is minutes or 
not. I didn't mean to make a point of that. 

Q Were these documents being distrituted resgularly 
to Mr. Anderson in March of 1970? 


A I don't believe to Mr. Anderson or any otner 


Q Did there come a time arter March of 197), 
after March 10 of 1¢70, when Chase, Incorporated negan to 
distrib. 'e to Mr. Anderson the approved list, or the "A" 
Approved List, or the docunents reflectin: 
the securities selection committee meetings? 

A Not that I hnow of. If I had known of 
would have disapnproved of it. 

Q Going, back to your letter of Marcn 10, 
where you suggée: cat Mr, Anderson stick to the 

securities from the lists, whicn securities on 

would have © en appropriate if they haa deen 
selected by Mr. Anderson at thit time? Mayoe I can 
rephrase that. 


Would it have been appropriate for Mr. Anderson 


to have selected any of the securities on either of the 


238a 


SOUTHERN DIST CT COURT NF PORTERS 85. COURTHOUSE 


rmkm Chase-direct 


lists, the "A" Approved list or the Approved List? 


A Our service seems to be twisted around in 
auestion of yours. Ours is to recominend securities 
the list and I was trying to point at to Mr. Anderson 
that if he had other securites that he was advised were 
good purchases by some of his other sources of information, 


that I wanted him to restrict them to ones “hat were on 


our approved list that we had done our rese:urch on and 


had been through our securities selection committee. 


Q Did you at the time of your let:er, “serch 10, 


1970, or at any time thereafter recommend to Mr. Anderson 


what to be done with the proceeds of the sales which were 


recommended in that letter? 

A The question is hypothetical because oniy to 
extent that they were carried out would they have been 
proceeds, and our posture until after lows itn May of 
that year was a very conservative posture toward the 
market. So it would have been a question of retaining 
the proceeds, or putting them into shorts, or applying 
them against bank debts or any other kind of inde>otedness 
that may or may not have existed at that juncture. 


Q In March of 1970 did you consider which of those 


alternatives was appropriate for the Anderson Comnany 
account? 


239a 


SOUTHERN O'S* “ICT COURT REPORTERS ‘3° COURTH 


es ' 


rmkm Chase-direct 
I am sure that this was a matter that was siven 
talk about me personally -- 
I meant to refer to your whole firm. 


I am sure this was given consideration. 


Q At the time that you wrote the March 10 
did you know what consideration had been Biven to it? 
A It had not been carried out. Understand wel?. 


from our standpoint we didn't have any ides whether Mr. 


Anderson was going to act on these suggestions or not. 


Q Was thac the reason no recommendz.tion wis made 
with respect to the use of the proceeds of the sales that 
were recommended? 

A It seemed rather futile to make recommendations 
about proceeds until we knew whether there were any 
proceeds. 


a 
Q Is that the reason why in the best of your 


recollection no recommendations were made? 


A I was not running the account. TI was the back-up 
man. . I think you should direct that question to the 
person running the account. I can't answer it becaus 
don't know what went through his mind at thnit time. 
am just telling you from the overall viewpotnt. 


Q TI am just tryinz to ret the reeore clear as to 


the reason was in your mind at the time you wrote ‘he 
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D) March 10, 1970 letter for not making any recommendation 

3 | with respect to use of the proceeds. 

4 | THE COURT: I think that nas been adequately 

5 covered. He has told you a couple of times he made 

6 | certain recommendations for sale. You have not yet. estrab- 
7 ] lished whether Mr. Anderson advised that the recommendations 
8 | had been accepted and that there was money o4 Kant to: 3 
9 | invested and, further, the further answer answer of ¢h- 
10 witness is that he was not runninz the account at tnat 

11 | point in that connecticn. 

12 | Let's move on. 

13 | MR. DEVINE: May I ask one further on this 

14 jj subject, your Hyner? 

15 Q I would just like to know, Mr, Clase, if pricr 

| 

16 | to March 1970 it had been the practice of (nase, Incorpvo- 
17 | rated to wait until sales had been made before making 

18 | purchase or usare recommendations? 

19 A In the early stages of the account I think it 
20 is quite clear in the record that he had what you call 
21 matching purchase and sale recommendations. ‘The longer 
22 the relationship went on the less point there seemed tn 
23 be in making those matching recommendations hecaure we 
2A didn't know what was pfoinr to be done, what money was 
95 Roing to be available or whether In fact tt wan free er}, 
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or whether it was borrowed money. 

Q I show you Plaintiff's Exhibit 49 and 50, and 
ask if these are copies of the "A" Approved and the 


Approved Lists which were in effect at Chase, Incorporated 


between October of 1966 and January of 1970. 

A Without examining each page, I assume they are 
chronologically all there. Is there a dif:'erence ‘ietween 
these? 

A One is the Approved List ana one is the "A" 
Aporoved List. 

MR. DEVINE: It may be counsel would concede 
this is a complete collection? 
MR. DIAZ-CRUZ: Conceded, yes. 

Q After December of 196, when next, to the best 
of your recollection, did either of the Andevror --eounts 
engage in a short sale transaction? 

THE COURT: After 1967? 

MR. DEVINE: After December of 1967. 

THE COURT: Isn't that already in eviderce? 

MR. DEVINE: I think it is, your Honor. Maybe 
I can chosteut this a little bit. 

Q Mr. Chase, could you recall an occasion in 
April -~ let's say March, April, May, in that time frame, 


in the year 1970 in which short sales were caused to be 
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in the Anderson Company account? 
A What do you mean, caused to be made? 
Q Well, that occurred. 


A Yes. 


Do you recall when that first came to your atten- 


A I think Mr. Inches brought that to my attention. 


I think it was in May. 

Q Do you recall what was said when he brought it 
to your attention? 

A I got on the phone to « eak te ‘Ir. Anderson. 

Q Did you ¢c2ll him? 


A Yes. I said this was again a viclation of our 


basic understanding and I wanted it covered. He told me 


most of them were against the box, and I said “In any 
event, either sell them, but I don't want short sellins, 
to be a vractice in these accounts." 

Q You said to either sell them or what? 

A Or cover them. 


Did you tell him which to do? 


A No, I didn't tell him which to *5. He was 
running, the account. He got them in the short position 
and I objected to the short position and to.d him I wanted 
it corrected, and he did. 
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Q At that time did you tell him tc 
Were those the words you used? 
A I don't recall whether I szid "Cover," but I 


said I wanted the short position removed. 


Q In your view, what is the differerce between a 


Short sale against the box and an outright sale of a 


security? 


A Well, I thought we established tnis long ago, 


that when you are lovjr of a security and you sell it, 
you immediately establish a gain or a loss as of that 
date, and you have available to you the cash proceeds 
toto. When you make a short sale against the box, you 
cannot use tnat money in toto to do something else witn it. 
Does the short sale against the tox have the 
Suspending recognition of the gain? 
That is a tax question. 
THE COURT: Recognition of what rain? 


MR. DEVINE: Gain or loss, I am sorry, your 


Q -- gain or loss as would de otherwise 
recognized if the sale was an outrignt sale? 

A It could defer, yes. 

Q In practical effect, other than this possible 
deferral of recormnition of fain or loss, are short sale: 
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against the box and outright sales essentially the same? 
A No. In one case all the proceeds are avzazila»le 
and in the other case they are not. 
Q What event is required in the case of 4 sne~t 
Sale against the box to make the proceeds available. 


A It depends whether you have a margin account or 


whether you have cash sufficient to cover. 


Q Let's take the example of a short account. In 


the case of a short account where a snort sale against 


the box is created, what event is required in order to 


free the proceeds? 


A Well, brokers require proper margining -- 


THF COURT: No, no. What frees the proceeds 


on a short sale? 


A There are no proceeds to free. You cover it 
and you are where you started. 

THE COURT: That is what frees the proceeds, when 
you cover. You either deliver -~ he who selis what isn't 
his must put it back, or else, and there is another 
phrase that goes with it. 

Q After the episode which you have Just testif ed 


about, I think you said in May 1970, did tnere come 


another occasion when short sales occurred ‘n the Anderson 
account? 
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When next did that occur? 


A I believe it was June and July. 

Q How did that come to your knowledze? 

A It came through on brokerage statenents, as I 

call. 

Q Did you see these orokerafe statenents when they 
came in? 

A They were called to my attention vy Mr. Incnes. 

Q What did you do, if anything, after having 


this called to your attention? 


A I wanted to make sure that he had received our 


— 


Trade Winds of July 6, which clearly set forth our 


position. I told Mr. 


Inches that I wanted rim to set in 


touch with Mr. Anderson immediately and speek to him about 


nis violation of our understanding on how the account wos 


going to be run, and he did this not once but at least 


twice, and then because I was so concerned about this, 


when Mr. Inches spoke 


Mr. Whipple, he asked 


to me about Mr. Anderson's co-trustee, 


me if it 


would ve all rignt for rim 


to speak to Mr. Whipple to see if we couldn’: reach Dou- 
I Dt 


Anderson through his co-trustee, who was a friend of th‘ 


family, and I told him I had that measure of concern tha’ 


I gave him authority to ret in touch with Mr. whipple, 
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which I believe he did twice, urging Mr. Wh sole to bring 


whatever influence to bear that he could on Mr. Anderson 


to cease and desist in these short tern operations. 


5 || Q You referred to the July Trade Winds. Did you 


cause that to be sent to Mr. Anderson? 


A That was 


regulation, that it went to everybody. 


Q 


What was the posture that was reflected in that 


issue of the Trade Winds, as you understood it? 


10 | A It was a very positive posture, Tne title of 


it, as I recall, was "The Cold Front is Passtne." -- in 
> ’ 


‘a* 


the vernacular, the bear narket was Nassine, 
’ } 


Q 


Did that mean to you at that time that it was 


appropriate to invest in equity securities’ 


15 A We were investing in equity securities in th- 


Q 


Do you know how much cash was available for 


investment in the Anderson Company account 2t that time? 


19 A I can't tell you how much there was becnuse 


this is one of the problems we had continually trvine 


establish in the middle of all those short sales what sas 


the position, but for us to have done more than point 


our investment attitude toward the market, when the client 


who had complete control over these acnounts was poingr 


Short, I think it taxes -- the first thing * wanted to do 
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was to stop him roing short and I think we went tno extreme 
measures, perhaps beyond what I should have done, in 
contacting, a co-trustee to try to change his attitude. 

Q I want to focus on the difficulty you scv you 
had in determing the amount of cash that was available for 
investment. 

Specifically, did Mr. Anderson ever refuse tc 


give you any information on that sublect? 


A He didn't keep us current on it except throusrn 


brokers' statements, which sometimes were <¢ werk or more 
in arrears, 2nd when vou look at the recore of the volume 
going on, unless he toj4 us 
ve wouldn't have eavght 
up to it until the brokers' statements came through. 

Q Do you know how much cash was shown by the 
Chase, Incorporated records themselves to be available ® 
for investment in late 1970 in the Anderson Comnany 
account aside from the short account? 

A No, 1% can't tell you that firure. 

Q Cou} d it have been --+ 

THE COURT: What do you mean aside, you mean 
ignoring the losses in the short account? 

MR. DEVINE: Yes. Ipnoring the crsh available 
that would have been available had th» short nositions 
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been delivered. 

THE COURT: Had there ever been a report of 
what the effec che short sales had been on the 
availability to buy stock? These short salen toor a 
tremendous drain of the capital of the Anderson Company, 
$150,000 in one year. 

MR. DEVINE: The brokerage statements are marked 
to the market’ very month. 

THE COURT: Did you ever try to figure out how 
much you lost by looking at a monthly brokerage statement? 

MR. DEVINE: I hope my own ifznorence won't be 
the standard in this case, your Honor. 

THe COURT: A profit and loss stetcment is one 
thing; a broker's statement indicating that you have been 
trading on the short side will consume the cash but that 
doesn't tell you what there is available. 

BY MR. DEVINE: 

Q Let me see if I can do this another way. I am 
going to show you in the so-called black book a page 
entitled "Cash Balance, the Anderson Cainiens «ta 6," and 
it refers to 1970. I ask that you look under the heading, 
"Balance" on the date of the October 1970 appraisal, and 


tell me how much cashthe records of Chase, Incorporated 


show to have been available at that time. 


249a 


SOUTHERN DIS” (ICT COURT PF RPORTER, U.S. COURTHOUSS 
roury ‘ . ‘ . 


Chase-direct 
You want the last date on the paze’ 


No, as of the October 6, 1970 appraisal. 


$165,000. 
Was that in any way involved in a short account? 


To the extent that there were snorts, to cover 


the shorts it would have required we didn't know how much 
money. You had to buy back the shorts. Trerefore, 


although we kept it, and the only reason we kept it, is 


because we didn't recogni: sh Sales, because we 


had no responsibility for but we were rot geing to 
spend a balance that was created by selling, short to 
buy other securit‘e. when you had shorts outstanding. 


We might have wound up with a double debit baiance on 


our hands. 

Q Well, do you know that to have been sot Did 
you check the September 1970 brokerage acccunt statement 
to see how much would have been reauired tc cover short 
positions? 

A I did not personally. 


You know how ione, don't vou, 


Mr. Devine? 
MR. DEVINE: I believe so, your Honor. 
THE COURT: Tell me what your understaniing, 1s 


when you look 7% 4 hrotverage stutemert, new Jo yo dectdc 
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how much you need to cover? 
4R. DEVINE: It would depend if you 
covering. 
THE COURT: Well, your phrase wa- 
at. the brokerage statement to see how much 
to cover?" I would like to Itnow what you think. It may 
be that you will now express iwhat is at the botton of a 


possible misunderstanding of this feature e* the enae. 


MR. DEVINE My understanding is that to do 


that you would take a the securities which were short 
and the numbers of shares that were short, you would eneck 
the current market price of those securities and vou would 
make a multiplication and an extension and you could the 
purchase all of those positions, positions long for the 
amount of cash that that total said, and that would then 
make it possible to deliver asainst the short positions, 
and to welease your long position in the stocks that you 
were short. 

THE COURT: 1S the correct wiy to find out 
how much you are out on the short side? 

MR. DEViNE: Yes. That was the imnort 
question, whether that had been done at that time 

THE COURT: But they were disclairing acy 


responsibility fr supervising short sales, nd it the 
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client was just roing along in oblivion, that was the 
client's frolic and detour. 

BY MR. DEVINE: 

Q I show you Plaintiff's Exhibit 37 and as: if 
that is a letter which you wrote to Mr. Anderson. 

A Yes. 

Q In that letter you state that yo. strongiy 
recommend that Mr. Anderson cover short positions? 

A That's correct. 

Q By use of the phrase “cover short positions" 
did you mean to distinguish "covering" fron "closing"? 

A DO you want to make the distinction as to wh* 
you mean by the difference between coverine and closins? 

Q Let me turn it around and ask you: In Novemrer 
of 1970 in your view was there a difference between 
covering, and closing? 

A I don't know what you mean. TI just don't 
understand your terminology. Covering, ends. Closing and 
covering, could be synonymous, but if you have a alstinctien 
in your mind, I would like to know what the dist’ rection 
is so I can answer the questicn. lo me, they are 


synonymous. 


7 
i 


What is it that you expected Mr. Anderson would 


do after receint of vour letter if eo bad dene whet your 
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letter suggested he do? 
A Get rid of the short position. 
Q And in your view, how would that have been done? 
A It depends whether it was apainst she bex or 


whether it was, as the vernacular goes, a naked short 


sale. If it was a naked short sale, he shculid have bousht 


2%. it. 

Q If it is a naked snort s2le, you con't nave 
any alternative? 

A No. 

Q With respect to the short sacle apainst the k: ., 
what is it you expected Mr. Anderson to do, if he foli-.ed 
your letter? 

A He had a choice whether he bought it in or 
whether he delivered tne stock that he had in the tor. 

Q Did you mean by your letter to sugsest wnict 
the two alternatives was appropriate for hin at tnat t 

A No. 

Q When I say "him", I mean for the Anderson Co: 
account. 

A No. He fot the account in that sane and 7 
telling him to get it out. ie didn't ask me how to fe’ 
there andi I didn't see why T should tell him which was 


better way for him ta extract himee!£ fron wnat situat:o% 
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Q Did you consider at that time the effect: of 
various alternative methods of gettine out of that 
situation? 

A I don't think there were anv, except a cef 
If he were doing it for tax reasons, why, that would 
his judgment, whether he did it one way or another. 
must remember, we didn't even know what the tax pesition 


was of the Anderson Company, and we didn't want to make 


that our business. We were not running, the Anderson 


Company, we were only running the Anderson Company 
securities account. 
Q Why was it that you didn't know tre tax rosi:* 


of the Anderson Company? 


A That was not our responsibility, to kncev that. 
Under the basic agreement, the client is supposed 
us advised of all pertinent matters relating to the 
securities that he turns over to us, and any char v?s t:.:t 
take place in the client's position, we loo: to the cl.iunt 
to ‘let. us Know. 

Q If Mr. Anderson had followed your advice In this 
letter of November 20, 1970, by closing the short nosition, 
and by closing I mean by causine to be delivered arains: & 


the short posttion the securities which were held lonz 


previously, what would the effect of that have been rrom 
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a tax standnoint? Did you know at the time you ote 
that letter? 
A No. In that case he had yntiy next April, and 


so the tax situation wouldn't have heen altcred, “hichever 


Q If he had chosen, after recciving, your ‘letter, 
to cover the short position arainst the how by buving the 
equivalent amount of the same secxrity and celivering the 


newly purchased securities against the shor z position, what 


would the effect of that have been on the resture of the 

| Anderson Company account? 

| A Well, it depends whrt the cost price was of 

the original security -- 

| THE COURT: That is not what he means. He 

means would the account then be lons of the securities in 

| the box. That is what he is fretting at. 

| THE WITNESS: Yes. 

| Q It would be equivalent to repurchasing the very 

| securities that were then held in the amounts that they 

| were then held, is that correct? 

| A Tes, 

Q And it wovld be -- 

A Just one second. It would be the same secur es, 
a hundred shares of General M®tors, hut it wtonl n't be the 
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certificate nor the same tax cost. This 
trying to make. 

Q But it would be equivalent to at that time 
investing in those very securities that you previously 
held long? 

A Yes. 

Q And in your view in November of 1.970, were the 
securities which Mr. Anderson had caused the Anderson 
Company to sell short asainst the box the test avcilable 
investment vehicles fur the Company to purcnase at that 
time? 

A There are -eally two parts to tht question. 
You may not have intended it. If you are foing to buy 
something else and you are in a short position, first of 
all, you have to get rid of the short vosition. -cirst 
I wanted to get rid of the short position und if there 
were funds then available, a new judgment vould nave been 
made as to what was the most attractive security to put 


those proceeds into. 


THF COURT: Mr. Chase, I think what ir. Devine 


is getting at is this, and you correct me i! am wrony,, 
because I want to follow it, Mr. Devine: He says that 
if after the receipt of this letter the customer. the 


client, the manager of the Anderson Company account, 
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decided to buy in t}.: shorts that would have left him long 
of the things that he nad in the box. 

THE WITNESS: Right. 

THE COURT: And he is asking, you wnether it 
was the judgment of Chase that the things that he had long 
in the box were the kind of securities that Chase was 
recommending for purchase at the time, becéus the 


effect of advising him to get out of a short box wv 


same as buying a lonz position in tne particular 


securities, he wants to know whether that represen 
your best judgment as to what he ousht to te holding. 
Do you follow the question? Is that your cuestion? 

MR. DEVINE: Yes, exactly, your Fonor. 

THE WITNESS: I follow your question. 

THE COURT: Don't tell me he fot himself into 
4t and he had to get himself out of it. We are into the 
ques’ ion of the investment quality of what he nad on hend, 
some of which you apparently recommended ard some o which 
he had gotten vy tips from somewhere else. 

THE WITNESS: To the extent we were continuins 
to hold them in the account, before we krew anythinr about 
the short selling, it might have been our judrment, 
management, that those were nroper seevrities to hold in 


the account. 
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THE COURT: Now he wants to know with relation 


to the securities that were long at that time, and here 


is a list of the short position on October 6, and if you 
go down that list -- this list is attached to Exnibit 38, 


| 
r dated Jar "y '22, 1971 -- if you go down thet list, what 
| 


of that list represents things that you would recommend 


{| he hold or buy, and what of tnat list woulc you recommend 


i! that he clear cut by delivering the box against tre sale, 


so that we have the specifics of it. 


THE WEUNESS s Reeause thet is two AIfferent 


11 fHE WITNESS: Viell, your honor, tnere is one 
12 | thing that is lacking here. This doesn't indicate that 

ie 13 | those short positions were all short against tne ‘ox. 
\4 } THE COURT: Somebody put notations on there 
| about the box. I don't know who did that. 
16 | THE WITNESS: There are some that have toxes on 
7 | them. All right. 
2 4 MR. DEVINE: I know that handwriting. That is 
19 | Mr. Anderson's handwriting. I don't know if that purports 
20 | to be complete. I would prefer we not offer it to the 
21 witness for that. 
22 || THE WITNESS: May ° zero then on just the ones 
23 | gaeainst the box? 
2 THF COURT: All rirht. 
2) | 


| 258a 
ij 


SOUTHF UN 0157) CT COURT FE PORTERS 5% COURTHE 


rmkm 
questions. 
Might I have the black book with the aprrais71 
as of that date? 
MR. DEVINE: Absolutely (nandinz). 
MR. DIAZ-CRUZ: What no’ ations are you referring 
may, your Hinor -- 
MR. DEVINE: There are margin notations on tins 


short pesitions. 


THE WITNESS: Naked shorts arainsy. the vox. 


MR. DEVINE: I would say we snou:d not refer ‘o 
the pencil notations because we don't know tneir 
correctness. 

MR. DIAZ-CRUZ: Your Honor, if I may sugrest 2 
way, we do have the Eastman Dillon statement of tne 


securities wnich were bought short and lons, ani rather 


than use notes -- 


THE COURT: Were the longs on th5 -*atements or 


were they on the backs? 

MR. DIAZ-CRUZ: The long positior, your Hono-, 
as well as the short position, as I under: tand lt, ar 
both indicated. 

THE COURT: It will take too lon= to start 
fussing, around about that. [I thourgnt we were mettineg *9 


the bottom of Mr. Devine's question. Let's not confus 
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it with that. 
MR. DEVINE: Maybe I can do this another wav. 
your HOnor. It will be brief and maybe it will work. 
THR COURT: -All rieht. 
BY iIR. DEVINE: 
Q My notations indicate that there ‘mre ten 
securities at thas time which were short ajainst the bex -- 
THF COURT: What are thoir namec” 
MR. DEVINE: Anaconda, Canadian .inerior, 


Pargas, Scope, Syntex, Walco, Consolide’ :d (il and Gas, 


THE COURT: All right. That answers the quexztion. 


Q Do you know what the ratung was of any of those 


Foxboro, Austral, a british Petroleum. )] might take a 

minute and make sure -- 
THE COURT: The question is, taking those 

securities, which ones of those were on your appraisal 

list as securities that you were following, and would 

recommend maintaining in the. account in Octoner of 197? 
THE WITNESS: I think all of them are here. 


ten securities in November of 1979 on the Caase, 
Incorporated lists? 

A From memory? No. 

Q Well, 1 suggest to you, and TI ask tf this 


refreshes your recollection, that only one seeurity on 
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that list of ten was rated 2 or better. “oes that 
refresh your recollection? 

A No. 

Q I suggest to you -- 

THE COURT: I suppose 2 is better “han 3 -- 

MR. DEVINE: There was one security that was 
rated, your Honor. 

Tit COURT: What was the name of that? 

MR. DEVINE: Canadian Superior. 

THE CCURT: What were the others cated? 

MR. DEVINE: Anaconda was rated 5. Austral 2s 
not on either list. British Petroleum was 10t on either: 
list. Consolidated Oil and Gas was not on 2itner list. 
Foxboro was not on either list. Walco was not on either 
list. Syntex was rated 3. Scope had been cemoveec from 
the list in July of 1970, and Parzas had been removed 
from the list on the very date that letter was written, 
November 11,-1970. 

THE WITNESS: Is there a auestior I am supposed 
to be addressing myself to? 

THE COURT: The nuestion then ca:nts up, would 
you in the judgement of Chase -~- was it appropriate to 
recommend these securities that were not ov the "A"-) 
Lists at that time? 
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THE 


WITNESS: 


Well, I wasn't maraising the 


account, bul if se are talking from a manacorial inprecch 
‘“ 

to this, I doubt that we would have been buvine anrthir- 
that wasn't rated 1; 2 or 3. Some these that you say 
were not on the list stemmed from discussions between 
Mr. Inches and Mr. Anderson. Mr. Inches had been the 271] 
analyst for us, and I can ser that there are 2a number -f 
the securities here that he followed, but tnrrt deesn't 
mean because they are not on the approved list that thay 
are not good securities. W? 

THE COURT: I would like to ask o1e further 
question: Taking these securities that wer> not on the 
approved list, were any of those securities recommends? 
by Chase when they were initially purchase¢c? For example, 
British Petroleum, did you recommend the puchase of that 
at any time? 

THE WITNESS: J would be very much surprised 
if Mr. Inches recommended the purchase of an: security 
not on our approved list. This is apainst the rules ard 
regulations. On the other hand, there may have naeen 
discussions that were had -- 

THE COURT: I am not talking, about where Mr. 
Anderson came with hits own -- where he initisted the 


sumgestions and then tried to find mut whernes there was 
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any objection to it, in effect. I am talkins about the 
rendition of your counseling services where you initiat.d 
Suggestions. It is one thing ‘hen the customer initiates 
a suggestion and vants to know whether you hove any 
objection; it is another thing to rake an af“irmativ 


recommendation and I would like to find out 


Walco, Consolidated Oil, Foxboro, Austral ex: 


any of those were recommended initially by (" 
so, why. Is there some way to check that o1:t? 

THE WITNESS: I would have to ask % 
because I don't know, sir. I would be very surprised --~- 

THE COURT: We will ask Mr. Inches, 
the stand. I will mark down here “Ask Inches." 

MR. DEVINE: Your Honor, may I tate Plaintiff's 
Exhibits 35, 3 and 38. The first two are hovember of 
1970 and the third is January of 1971. 

(Pause) 

MR. DIAZ-CRUZ: Your iionor, may ‘we establish 
exactly what the securities are that Mr. Inches will be 
asked about? 

THE COURT: Walco, . U..solidated 041 -- I assume 

you are following the case -- Foxhoro, Austral and s?P, 
British Petroleum, 
I don't know about the others, whether Scope ann 
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that other one, the Par, whether Mr. Devine made anz 
point about that except to say that tney had been removed 
from your list. So why don't you just add those to fir’ 
out whether those ever were recommendations ‘tnitiated bv 
Chase. 


THE WITNESS: I can tell you one: Scope was. 


THE COURT: What is the full titie of that PAR? 
MR. DEVINE: It is Pargas, p-a-r-—"-a-s. I may 


be pronouncins it wrengr. 


BY MR. DEVINE: 
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Q : I show you Plaintiff's Exhibit 35 and ask simwly 
| 
13 | if you reviewed that letter before it was m2ziled te Mr 
14 | Anderson? 
15 | A No. 
16 | Q I show you Plaintiff's Exhibit 36, which is a 
| 
17 letter from Mr. Anderson to lr. Inches, and my question 
18 | is whether you saw that letter on its date, November 1l?. 
19 | or shortly thereafter? 
20 |i A What is the question? 
21 } Q Did you see this letter on November 11 cr 
roe shortly thereafter? 
23 | A No, I don't recall ever having, seen it. 
2A ! Q I show you Plaintiff's Exhibit 38, and 1 note 
25 | here once apain there are peneil notetions on this lettor 
| 
| 
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2 } you then viewed to be sub-quality. 
3 || A I don't believe I can answer that at th‘s 
: 4 juncture. I would have to re-study it. 
5 |i MR. DEVINE: Could T have this document, which 
6 | is a Chase Fund of Boston seminar report, d-ted Avril 20, 
7 | 1957, marked as Plaintiff's Exhibit 66 for identification. 
8 | (Pinintiff's Exhibit 66 was marked 
9 | for identification. ) 
| 
10 MR. DIAZ-CRUZ: Mr. Devine, what ‘s the relevance 
11 | of Exhibit 667 
12 THE COURT: Let's go ahead, gentlomen. 
13° | 9 Mr. Chase, I show you Piaintiff's Nxhibtt 56 
14 for identification, and ask whether you car tell fron 
15 || this document whetuer in the three months ended Arril 530, 
16 1967 the Chase Fund of Boston sold 5,000 snares of Ampex 
17 Corporation? 
18 MA. DIAZ-CRUZ: Objection, your Honor, 
19 THE COURT: Overruled. 
20 A Yes, it states that 5,000 shares vere sold. 
21 | Q Do. you recall) whether in February of 1947 the 
“2 account of Mrs. Anderson also sold Ampex Ce*noration 
23 securities at tle recommendation of Chase, Incorporated? 
2A A No, I don't, but to neon the recerd strairht, 
25 T think it should be stated aAlthoush &,900 shares of Amon 
| 265a 
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were sold, 30,009 shares were retained, and there can be 
reasons for selling a part of a commitment. 

Q I show you the portion of the black book 
relating to Mrs. Anderson's account and ask wnethner yo 
can tell from any document contained in that portion of 
the black book whether or not Chase, Incorporated recon- 
mended to Mrs. Anderson's account that she sell Ampex 
in February of 1967? 

A It shows here that 150 shares were sola -- or 
recommended for sale on February 17. 

MR. DEVINE: Your Honor, I offer Plaintiff's 
Exhibit 66 at this time. 

THE COURT: Yor wheat purpose? 

MR. DEVINE: As a foundation to tre questions 
previously asked to which there was objection with 
respect to -- 

THE COURT: Well, what is the point? You have 
the Fund selling 1/7th of its holdings and you have Mrs, 
Anderson selling 150 shares of ner holdings of tne stoc”, 
what is the significance of that information’? 

MR. DEVINE: 1 am trying te offer a foundation 
in determining whether or not Chase, Incorporated had 
a policy with respect to procedures for transactions, the 


order of transactionns or disclonins tne mraz oF 
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transactions where mutual funds and offher accounts were 
selling or buying the same security in the sane perioc 
time. 


THE COURT: Then we would be 


lawsuits at the same time. We are not goirs to go int 


the question which motivates the sale of a niece of a 
holding of one entity with the consideraticn>r tn fade) 
into the sale of some of the stock of a ciient uncer 
counsel. 

It is an entirely different thins. and I am 
sure you must have in mind those cases, Mr. Devine, where 
an advisor sells something to a customer or tuys something 
for a customer and takes an opposite position for its own 

when 

account, or for the customer's account, and tnen/thnere are 
a multiplicity of customers each having its own -- its 
or his or their own objectives and tailorins the advice 
to those objectives, for every seller there is a buyer and 
for every seller who believes that there is a business 
purpose in the sale, there is a buyer who has a valid 
business purpose for the purchase. You can't say Just 
because somebody buys that somebody shouldn't seli at the 
Same time, hecause you have to take into corsideration al) 
of the relative facts and circumstances of cach verson!s 
situation, or cach entity's situation, 
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your own goods and advise the purchase of those foods 


| 
2 | The only thing that the law interdicts is 
3 | duplicity. You can't, at the one time, be a seller of 
4 I 


° i| without a valid business reason, ‘ut oeyoni that, tne 
| 
6 | fact that two people sold some securities !r the same time 
st frame is of no relevance to this case at aii. 
s || : : 
| MR. DEVINE: Your H.nor, I have ro further 
}! 
9 || 
i! questions of th witness. 
i 
10 | THE COURT: Any cross examinatior? 
ll i} MR. DLAZ-CRUZ: Very brief, your honor. 
> 
12 | 
| ere 
a | CROSS EXAMINATION 
14 |] aaa nae alan ciate 
1 BY MR. DIAZ~CRUZ: 
\ 
15 |] 
i Q Mr. Chase, you testified this morning, IJ] believe, 
16 | 
} ] : 
17 as to certain publications called the Trade Winds. I 
if | 
' 
P | show you Defendant's Exhibit 44 for identification, and 
1 {| 
| 
I ask yo what are those documents? 
19 || 
| 
} A don't believe this covers all of them, but 
20 
* | 
| most of them -- I think there are some subsequent to this 
21 | 
eae date (indicatinm). 
oe | 
1 
i| Q Are these all the ‘Tirade Winds, Mr. Chaze, between 
23 «| 
i October of 1966 and February of 1971, to the vest of your 
"A || 
\ recollection? 
95 | 
= A Yes. 
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MR. DIAZ-CRUZ: Your Honor, we offer th 
Winds in evidence. 
(Defendant's Exhibit 44 for identification 
received in evidence.) 
Q Mr. Chase, what are the Wheezes? 
A I tried to explain earlier to his Honor what the 
Wheezes are. They are relatively short statements, of 
a page to two pages, that are written for the use and 
guidance of the account managers by managerent, settins 
forth the evaluation of the firm, of the economic and 
stock market outlook, over a short period of time. These 
Wheezes keep being revised as conditions apoear to warrant. 
Q Who prepares the Wheezes, Mr. unase? 
A You are asking me who did it during the period --- 
different people over the years have done it durins that 


be: 
particular time, Mr. Duncar was the chief architect, I 


believe, althougn I don't believe any of them went out 


without my reading them. 
Q I show you Defendant's Exhibit 45 for identifica- 
tion and ask you whether you recognize those documents. 
A Yes. ‘nose were efrten ineluded in tne letters 
of account managers to their clients as a kind of a 
summary statement, for the benefit of the ciients. 
Your Honor, i offer Defendant's 
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Exhibit 45 into evidence. 
(Defendant's Exhibit 45 for identification 

was received in evidence. ) 

Q i show you two documents marked a: Defendant's 
Exhibit 53, and ask you, sir, whether you cen idertify 
those documents. 

A Yes, I recognize them. This is a memo to the 
organization -- one is dated /28/70 and tnz other one 
is daved 11/4/70, giving the economic outlosk ane 2 brief 
summary of the different segments of the ecrnomy and, in 
Our normal fashion, a table with such data is gross navicna? 
product, FIP?, export profits, tax rate, coisumer profits, 
unemployment, Dow Jones earnings, with proj :ctions into 
the year ahead. 

Q Who received those documents, those memoranda.» 
to organizations on the economic outlook? 

A This is for the internal benefit of the 
organtzation. The account managers are, it is in their 
best judgment as to how they use it. These are not th5 
same type of thing as are the "A" List and the Approved 
List. Those were not supposed to he used ontside the 
organization. There was no sronthition on this. 

MR. DIAZ-CRUZ: Your Honor, 1 offer Defendant's 


Exnibit 53 in evidence, 
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(Defendant's Exhibit 53 for identification 

was received in evidence.) 

THE COURT: What I would like to know about 
these three exhibits, Mr. Chase, is whether the counsel 
and advice that was furnished to the Anderron accounts was 
consistent or different from the viewpoints expressed 
in Exhibits 44, 45 and 53, namely, Trade Wirts, Wheezes 
and these economic outlooks issued to the organization? 

A THE WITNESS : I believe they were consistent, 
sir. 

Q Mr. Chase, turning to Plaintiff's Exhibit 37, 
your letter of November 20, 1970, and in coinecticon 
therewith, did you think at that time, Mr. chase. that 
urging Mr. Anderson to eliminate the short positions 
in the accounts as of November 20, 1970, he had 2 higher 
priority than trying to help him rearrange his portfolio 
of long securities? 

MR. DEVINE: Please note my objection to the 
leading, question. 

THE COURT: Sustain@a. 

Q Mr. Chase, do you recornize the porition of She 
Anderson Company as consisting, entirely of short positions 
against the box or e.50 consistins of so-cerlled naked 
short sales as of November °?0, 1970? 
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A I recornize it consisted of both. 
Q What was your intent, Mr. Chase, in sendins to 


Mr. Anderson your letter of November 20, 1979 insofar as 
tney related to the so-called naked short rositionms in 
the Anderson account? 

A Answering that, I just want to pecint out that 
Mr. Inches was manaring the account, but wren we have reali 
problem children in any of our accovnts, I very cften ret 
brought into it. That is why, as J testified earlier. 
I spoke to Hr. Anderson in Mav 1970 and then made sure 
that Mr. Anderson was acauainted with our Trade Wind of 
July 6, 1970 and sroke to him on the phone, and “>. 
Inches advised me he didn't seem to be getsing anywhere 
in straightening out this situation, and I wrote him an 
additional letter, feeling that perhaps if it came from 
the head of the firm that it would carry more weicnt 
than what might have been forthcoming from the account 
manager. 

Q Mr. Chase, what did you intend Mr. Ancerson 
to do if he followed your advice as to the naked short 
sales, or short positions extistin: in the Ancerson 
Company account as of November 20, 1979? 

A I expected him to cover them. I shink JI should 


’ 


say I honed he would cover them, bteeause I had given up 
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expectinz. 

Q As to the positions identified in Plaintiff's 
Exhibit 38, Mr. Chase, that were short arainst the box, 


what was your intent as to those, sir? 


A This was meant to cover all short sales. 
B py ten, is" e # Mae 
Q y nis; you mean your statement as of November 


20, the letter of November 20, 1970? 

A That's right. If you will notice, 1 gave the 
reason for it that I thought the market was gZoing to go 
up and I thoujsnt he snould be out of all short positions, 
whether they be naked or against the box. 

MR. DIAZ-CRUZ: No further Qvuestiuns, your Honor. 
MR. DEVINE: May I have one or two quick 
Questions on redirect, your Honor. 
REDIRECT EXAMINATION 
BY MR. DEVINE: 
Q With respect to the Trade Winds report for Juty 
6, 1970, do you know whether Mr. Inches had that document 
at the time that he wrote the cover letter cn the June 
appraisals, and the date of that cover lettcr, I believe, 
was July 7 of 1970? 
A I don't know. 


Q You don't know? 
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A No. 

Q Would the Trade Winds normally come out on th 
date that it bears? ; 

A Pretty close to it, but it is usually written 
prior to that time and we try to date it about the time 
it comes off the press, 

Q I show you Defendart's Exhibit 5%, and ask if 
you would go through the economic -- excus:: me, throurh 
the memo to organizations-- memos to orfan’.zations, there 
are two here -- my question is, do you kno: whether 


either of those or both was delivered to Mr. Anderson? 


A I do not. 
Q Did you ever see a copy of the Nevember 4, 1970 


memo to organizations which bears the hand:riting of Mr. 
Inches in the upper righthand corner? 

A No -- I ber, your pardon, 1 saw it at the time 
of the deposition. 

Q You did not see it at the time that it was sent, 


is that correct? 


A No. 
Q You testified that the advice which was rive: 
for the Anderson accounts was, ani i don't recall your 


precise words, but I think you said consistent with th: 
Statements made in the Yrade Winds, the Wheeses and the 
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memoranda to orsiunizations, i hi correct? 


A Yes. I think as far as the Trade wines are 


concerned, however, it should be born in mind that tho-e 


deal with long-term trend factors and it is pretty 


difficult to say whether at a given point in manarfement 
it was consistent with what was projected tnree years 


ahead. As far as consistent with Wneezes and the 


economic policy, I think it would be fully consistent. 

Q The recommendations that were made by Chase, 
Incorporated to the Anderson accounts in th2 ars 1962 
and 1970 were, for the most part, oral, is that true? 

Aq I believe that to be the case -- yes, oral, 
face to face, or over the telephone. 

Q Is there any written record of any kind now in 


the possession of Chase, Incorporated which to your 


knowledge discloses precisely what, if any, recommendation: 


were made to the Anderson accounts in 1969 and 1970, by 
date, security and number of shares? 
A I don't know of ita 


Q You don't know of any suc record? 


A No, I don't know of it. 

Q When you say that the advice given to the 
Anderson accounts was consistent with thes? three item: 
are you saying that to the best of vour knowledre -- 
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Q Which three items? 
| A The Trade Winds, Wheezes and memoranda to 
| 
organizations -- 
A Yes. 
Q Are you saying it was consistent, to the best 
of your knowledge? 
A Yes. 
Q I take it that you were not party to conversation- 
between Mr. Spindler and Mr. Anderson on the telephone, 


or Mr. Inches and Mr. Anderson on the telepnone, is that 


I That's rignt. 
MR. DEVINE: No further questions, your Honor. 
THE COURT: Thank you. You may step down. 
Next witness. 


MR. EVINE: The Plaintiff calls Richard 


Spindler. 
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RICHARD ALLEN SPINDLER, ca: 
a witness by the Plaintiff, being first duly 
sworn, testified as follows: 
DIRECT EXAMINATION 
BY MR. DEVI! 
What is your rresent emplovment Mr. Spindler’? 
I am Vice Chairman of the Board o! John 
Incorporated. 
When did you Join Chase, Incorporated? 
In 1967. 
Q When first did you have any 
Anderson accounts? 
A Snortly after joining the company. 
Can you be more precise? Can you recai™. a month: 
I would it was either April cor May of 19:7. 
Q Did there come a time when you assumed vrimary 


responsibility for counseling the Anderson accounts? 


A There did, 


Q When was that? 


A Rignt after I met 4r. Anderson. 
When did you meet Anderson fer She f'rst tine’ 
Again, in April o 
At any time between April or May of 19457 ana the 


present, did you ask :ir. Anderson for conte: of 
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1967, 1968, 1969, 1°79 or 1971 tax returns for either the 
Anderson Company or “rs. Anderson? 

A I did not. 

Q Was th5re ever a time after April or May of 
1967 when you requested of Mr. An :rson information 
pertaining to the financial status and bawkground of the 
owner's of the Anderson accounts which he refused to give 


or was unable to rive? 


A Any information? 
Q Yes. 
A Not an outricht refusal, but thr contirmations 


from trades executed in the company account and Mrs. 
Anderson's account were spasmodic, and on numerous requests 
there was a considerable delay before we received them. 
As to asking Mr. Anderson specific data on the wellbeing 
of his mother or the beneficiaries of the trust or the 
stockholders of the company, no. 

Q Was it your understanding that the Anderson 
Company was a corporation? 

A That's correct. 

Q Did you ever inquire of Mr. Anderson whether 


the Anderson Company was 2 corporation or a partnership? 


A I cannot recall. 
Q Did you ever inouire of Mr. Anderson who the 
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2 | shareholders if the Andersen Camp-ny were? 
| a a 
3 ii A i veliev. Mr. Anderson rave us that information. 
4 || Q Dtd he sive you that information in writing? 
yh 
— | « f 
> |i nN [I believe he might have. 
. 
6 | Q Can you recall the description of the document 
| 
} ~ 
a by date or in anv way identify it that we might be able 
8 | to produce it for you to look at this afternoon? 
9 fi If we have it, I would think 1t would be on one 
| 
10 | of the Anderson Company letterheads. 
| 
ll jj Q That is all you recali? You don’t remember the *° 
il * 
i] 
2 | ate of it? 
| 
13 1 A No, I ao not. 
14 || Q Have you seen that document lately? 
| 
15 A No, I have not. 
16 | Q In counseling the Anderson accounts, was it your 
| > 
17 || practice to prepare programs, and by that I mean matched 
| 
! 
18 | sets of purchase and sale recommendations? 
! 
49 | A In the beginning, yes. 
“. 
20 | Q When did that chanze? 
| 
21 A It chanzed in the fall of 1967. 
22 || Q What brouzht about the change? 
| 
3 A When it became anparent my recommendations were 
aA not belnr adhered to, or every recommendation was second- 


gBuessec or questioned. 
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Q Did you feel in the fall of 1967 that it was 
inappropriate for the client in a counsel situation to 
inquire of you about recommendations? 

A Not at all. 


} 


Q Did you feel it was appropriate for the client 
to call and suppgest that there mirht be another security 
of the same issuer that might be more avpropriate? 

A No. 

Q You felt that would be appropriite for the 
client to do that, is that right? 

A That's correct. 


Q Did you feel it mir-ht be appropvviate for the 


client to call and say with respecz to a varticular 


recommendation, "Would you tell me more atout it?" or 
"From what I know, this doesn't appear to be appropriate." 
Would you accept that kind of call as proper? 

A Yes, sit. 

Q What was it in the fall of 1967 which Mr. 
Anderson was doing ahove and beyond this type of thing 
which caused you to cease the practice of making matched 


recommendations? 


A After going through the tyve of questioning vou 


are talking about, the inability on my part, from a lack 


of communications, to deteriauine just what the client har 
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Q Was Chase, Incorporated receiving duplicate 
monthly statements and confirmations at that time 


frequently from the brokerage houses involved? 


A To my Knowledge, no. 

Q Tney were being sent by the brocerage house 
Mr. Anderson and he was forwarding them to Chase, 
Incorporated? Was that your understandin,:? 

A That is correct. 

Q Did you ever sugsest to Mr. Anderson that that 
practice be changed and that the statemen‘:s be sent direct 
from the brokerage house? 


A Constantly. 


he refused to do that? 


he didn't refuse. He just did it when he 


got around to it. 


Q Did what? 

A Sent us copies. 

Q No, I am sorry. Did you at any time ask Mr. 
Anderson to please contact the brokerage houses and have 


them send duplicate statements direct to Chase, 


Incorporated? 
A 


Q 
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A Yes. 
Q Did he refuse to go to the brokerare houses and 
make that arrangement? 
A I do not know. 
Q Did there come a time when the duplicate state- 


ments began to come directly from the brolerage houses? 


A Yes. 
Q When was that? 
A In his mother's account, I belitve in the spring 


of 1968. In the company account, that dic. not occur, to 
the best of my knowledge, until the accourt was reinstated. 

Q After that change was made and the statements 
began to come directly from the Drokerage house involved, 
did you go back to a practice of matching purchase and 
Sales -- purchase and sale recommendations into a program? 

A To the best of my knowledge, I believe when we 
Started again, I did. 

Q You started again in July of 1968, is that 


correct? 


A On the company acecunt. 
Q And you had been advising, Mrs. Anderson's account 


throurhout? 


A Yes, and the trust. 
: . ; 9 ‘ 
Q Between July of 1968 and Octoher of 1968, did 
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you prepare a program of purchases and sales, recommend 
purchases and sales, for the Anderson Company account? 

A I can not recall. 

Would the black book refresh your recollection 

in that respect? 

A It could. 

Q I give you Plaintiff's Exhibit !'5 and ask that 


you take whatever time you need (handins! 


In the company ecunt y until? 
October. 
Judging by the names, I would sey if a forma} 
program was not presented to Mr. Anderson, at least a 
formal program was presented over the phore. 
Q What leads you to that conclusion, what is it 
that you are looking at? 
A I am looking at the cash sheet and I am going 


back to the date starting July 23 for the Anderson Company 


account, and I recognize several names that were names 


that, to my knowledge, were used primarily by Chase. 

) Can you tell from the document you are looking, 
at or any other document which we ean show vou precisely 
which securities between July of 1968 and October of 195% 


were purcnase recommandations by Chase, Ine., and which 


283a 


SOUTHERN DISTKICT COURT HEPORTERS, U.S. COURTHOUSE 


Fors e Mees ' *, , 


rmkm Snindler-direct 307 
ones were sale recommendations by Chase, Incorporated? 

A Well, the first one that meets my eye is one 
that was a company we were active in in this type of 
account, Susquehanna Corporation, a sale on the 17th of 
December -- 

Q Let's take them one at a time. With respect to 
that September sale of Susauehanna, are ycu saying it is 
your recollection now that this was sometring you 
recommended specifically to the Anderson Company 2t that 
time? 

A No, I am not saying that. I said judging by 
the names, I would assume this was our recommendation. 

Q You would assume Susquehanna Corooration was 


your recommendation? 


A In December of 1968, yes, sir. 
Q You say you assume that. Is there no record 


from which you can determine precisely and develop that 


it was or was not the Chase, Inc. recommendation? 


A “ot that I see here. 
) Do you Know of any otner record that would give 


you that information? 


A No, sir, 
Q I am sorry. [ interrupted you. 
A Aro we Tlnished with that one? 
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Yes. 
A The other one would be Phelps Dodge, wnich was 
a company we followed during that period. 
Q What was the date? 


A There seems to be a purchase of a hundred shares 


on the 6th of August, th» purchase of a hundred shares on 


the i3th of August -- 
Q Let's take those two purchases. Can you tell 
from this record or does t record refresh your recollec- 
S to whether or nct those were specific recommenda- 
tions by Chase, Incorporated to the Anderson Company 
account? 
It doesn't. 
You can't be certain? 
No, I cannot. 
The third is another purchase of Phelps 
on the 30th of August. 
The third stock I see in this period is Americar 
Smelting and Refining, which is a company we have been 
following for a mreat many years, but asain I cannot tel) 
you whether or not there was a specific recommendation. 
Q What transaction occurred in that stock? 
A This is a duy on the 9th of December, 
T notice the dates of transactions you have 
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referred > a f ran you tell from this document 
whether you recommended these purchase and the sale that 
you refer to in a group, as a matched set? 

No, I cannot. 
Do you know of any document that would enable 
you to answer that question or refresh your recollection? 
Are >Y ny other securities there that re 
category you have been sstify vith respect to? 
Not that fa ure of that are companies we 
followed, no. 
In the Chase, Incorporated system or set cf 
procedures that was in effect between April or May of 1967 


and February of 1971, was there a record kept which showed 


on a day to day current basis the amount cf cash which was 


available for investment in the Anderson accounts? 

A Yes, I would say that at least in part of that 
period the cash sheet should reflect the cash position of 
the Anderson Yompany, and of the other Anderson accounts, 

Would vou look at the cash balance sheet for the 


Anderson Company 


does it ni an onening balance, 


that correct? 
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Thet is eorrect. 
i] How did you determine at that time that there 


was no cash available for investment in the Anderson 


Company account? 

A To the hest of my knowledze, we started -- when 
we reinstated the account, we started with the securities 
that were i 


n the portfolio and were given an idea of how 


much cash was available for investment. 


did you get the idea? 


Do you have a specific recollection of Mr. 
Anderson tellinr you in or about July of 1968 that the 


Anderson Company had no cash available fo investment? 


A No. Mr. Anderson told me to ma're recommendations 
fal 


and the source of the funds or the amount of the funds was 


not disclosed. 


THE COURT: Had you finished your prior answer? 


THe WITNESS: I think I had. 


Q Let me see if I can get this straight. In July 


of 1968 did you ask Mr. Anderson how much cash was 


available for investment? 


A I don't know that I sneeifically scoid “iow much 


Y 


cash is avatlable for investment?" skoda Mr. Anderson 


what the rround rules were. 
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Q Did he tell you that he was not going to 


enlirhten Chase, Incorporated on how much cash was 
available for the Anderson Company to invest? 
A To the best I can recall, he said all he wanted 
was recommendations. 

Q Was that in response to a request for cash 


information that he said tnat? 


A I believe it was. 
Q Did you feel that you could counsel the account 


under that situation, unter those circumstances? 


A That isn't unusual, “Mr. Devine. 
Q Well, I would repeat my question: Did you feel 


you could counsel the account under those circumstances? 


Q I notice that the first five entries on this 
cash balance page are purchases which total approximately 
$30,000.00 -- 

THE COURT: During what period? 


MR. DEVINE: July and August of 1968. 


THR COURT: Anderson Company bousht $30,000 worth 


Q Is that correct, Mr. Spindler? 


A They bought approximately $30,000 and sold 


] 
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Q At any time did you recommend to the Anderson 


Company how to generate the net amount of assets that 
were going to be required to make these purchases? 

A I did not. 

Q Does the cash balance record which you are 
looking, at disclose to you whether or not the Anderson 
Company at that time had enough cash available to complete 
these transactions? 


The record of our cash balance ::heet indicates 


Q And you are not sure whether these were purchase 
recommendations that you made or not, is that correct? 
A I can only assume they were. 
That they were? 
Yes, 
Did you know at that time how m.ch in total 
amount you were recommending be purchased‘ 

A I was merely following the instructions as a 
result of our conversation, that he wanted recommendations. 
Q Did he tell you in total dollars how much he 

wanted recommendations for? 
A No. 
How did you know to recommend purchases that 
totaled $39,990.00, approximately» 
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A I believe when we first started I just rave him 


our latest thinking on the securities we were then buying 
and the amounts and the number of shares were discussed 
and I can't recall whether I specifically said 100, 200 
or 500. 

Q As of October 4, 1968, this cash balance record 
shows the Anderson Company account to be.short $84,000.00 


and some change, is that correct? 


A That's correct. 
Q And the next entry on that cash balance sneet 
a 


is an $84,090.00 entry in the exact same amount as the 
short amount, equalizing the two amounts, is that correct? 
A It is the same amount as the amount that was 


overdrawn on our cash balance, yes, sir. 


Q What caused the ir. .ux of that cash? 
A That was done to bring the cash balance to zero, 


for appraisal purpoces. 


Q That was a bookkeeping entry? 
A Yes, sir. 
Q Then when you started out on the next period, 


commencing in October of 1968, you beran with a zero cash 
balance ap,ain? 
A We maintained the zero cash balénee, yes. 


‘ 


Q Did you inquire of Mr, Anderson whether they 


290a 


SOUTHERN OISTRICT COUNT KE PORTERS U.S. COURTHOUSE 


Le] 


10 


11 


13 


14 


15 


16 


17 


18 


19 


20 


95 
““ 


rmkm Spindler-direct 314 


were able to come up with the $84,000.00 and change tr 


they were short? 


A That was Mr. Anderson's problem. 
Q Did you know when you commenced counseling in 


the October 1968 period whether or not you should recommend 
Sales to generate $84,000.00 or whether tiere was more 
cash available so that you should recommeid purchases? 


Did you know that? 


A If Mr. Anderson told me that, y2s, but he did not. 
Q Did you inauire of him? 

A I did not. 

Q Art does the phrase "investmen: supervisory 


services" mean to you? 
A Well, until recently I have never really 


considered it, but -- 


Q When did you first consider it? 
A Well, in the past several weeks 
Q In the period from 1967, when you joined Chase, 


Incorporated, through most of 1974, you never considered 
what that pnrase meant, is that true? 

A That's true. 

Q Do you know if that phrase, "investnent supervisory 
services," is used in any statutes or repiteztions which 
pertain to your profession? 
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C A I do now. 
3 II Q When did you learn that for the first time? 
4 | A When I saw the form filed with the Securities 
5 Il and Exchange Commission. 
6 Q You mean the form ADV? 
7 A Yes. 
8 Q When did you first see that? 
fc) A I don't know which day, but within the past 
10 several weeks. 
1 Q I show you Plaintiff's Exhibit 46. Have you 
12 | ever seen tnat document before? 
13 A Yes, I have. 
14 ) Wnen did you first see it? 
15 A I can't recall when I first saw it. 
| 
16 Q Would you refer to that as a bible sheet? 
: A This is what I would refer to as the bible sheet, 
18 | yes, sir. 
| 
|! 
19 || Q Did you cause it to be prepared? 
: , 
20 ‘| A I don't think so. 
21 =| Q Hiave you ever seen forms like that in use at 
22 Chase, Incorporated in other accounts, and I mean other 
23 than the Anderson Company accounts? 
24 A Yes, 1 have. 
a 2 Have you ever had occasion to cause a document 
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Mr. Spindler ind H. Inches appear on Plaintiff's Exhibit 


46 as the account supervisors. 


A I can only surmise. 
Q What is your surmise? 
A That Mo. Inches was included as the back-up 


supervisor during the period when I micht have been 


running, the accounts, tut in actual fact Mr. Inches 


covered for me on a froup of accounts only when I was on 


vacation. He was never officially the back-up man in this 


Q Who was officially the back-up man when you 
manared? 

A Mr. Chase. 

Q Do you know why his name doesn'’: appear on this 


document? 

A I do not. 

Q In your tenure as the account supervisor on the 
Anderson accounts, did you ever have oceca:iiion to refer to 


Plaintiff's Exhibit 46? 


A Never. 
Q I show you Plaintiff's Exhibit 1. Was it your 


procedure between April or May or 1967 and Decemer of 
1968 to use forms of this kind tn eounsel’ ns the Anderson 
accounts? 
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A I believe it was. 

Q Was that your practice throurhout that period? 
A It was my formal practice, yes. 

Q Do you recell. whether in the second half of 


1968 you issued any of this tyne of form to the Anderson 


" 


accounts? 


Q Would the black took refresh your recollection 
on this subject? 
A I doubt it, Mr. Devine. When I looked in there 


I looked specifically for those dates and found nothing. 


Q In there any other source at Chuse, Incorporated 


which would give you information which might refresh your 
recollection on this subject? 

A Other than the cash balance sheet that I used 
as a reference. 

Q That was not sufficient to enable you to testify 
as to whether particular transactions were specifically 
recommended, is that correct? 

A That's correct. 

Q Under the Chase, Inecoporated system the 
procedures that were in effect between April or Mry of 
1967 and February of 1971, was there any record kept which 
showed the currant tax posture of the elient? 
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What ao. you mean by a current tax 
posture? Whether ho paid nis taxes or was delinauent, 
or what? 
he net current long-term 
gain, short-term gain, lonz-term loss, short-term loss, 
for tne tax year to date. 
record 
In the black book? 
In the black book, covering sal2s in the accounts. 


Would you turn to that, vlease. 


Do you have a specific account? Do you want 
me to look at the comnany account, or whith one? 
Q Let's look at the company account. 
A right. 


are looking at a pare entitled "Carry Over 


A 


Q And it sits in the black book ~ ‘thwise, is 


that right? 

A That's correct. 

Q Is it possible to evaluate from tk s record alone 
the capitéel gain or loss pogition of the Anderson Company 
at any given point? 


Assumingg our input is correct and the transaction 
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from the sale side is correct, it would be possible to 
arrive at a figure at any point, yes, sir. 

THE COURT: When you say "your input is correct," 
you mean assuming your client gave you all the information 


that pertained to that apart from what you also had? 


THE. WITNESS: Yes, six. 
Q Does this record reflect transactions in capital 


assets other than securities which were in the Anderson 


accounts, and in this case, the Anderson Company account? 


A Does it reflect assets? 
Q Capital asset asset transactions by the 


Anderson Companv other than those in securities held in 


the account. 


A Not that I can see here, no, sir. 
Q Would you need that information to correctly 


evaluate the current tax position from a tapital gain and 
loss standpoint at any given time? 

A That would be a requirement. 

Q Was there any procedure in effect at Chase, 
Incorporated to obtain that kind of information on a 
regular basis? 

A iL did not. 

0) Do you know if the firm had a ovr -cedure between 


1966 and 197 with resnect to obtaining this information? 
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There was no set information. 

Was there any set procedure for obtaining the 

tax bracket of the client at this time? 

Not set procedure. Can I enlarge on that? 

Absolutely. 

In investment counselins, depending on the 
client, you become invo’ved with the clieit and with their 
outside means in varying degrees, and when you are shut 
out, you do the st you can with the information you 
have. When you are not, you can acquire i great deal of 
information and can do a better job. 

Q Did you ever make an inauiry of Mr. Anderson 
not involving 
investment securities,in response to which he refused to 


give you the information you sought? 


A ‘He never refused that type of information. 


Q Between 1966 and February of 1971, did Chase, 


Incorporated have a system or procedure with respect to 
keeping track of the tax basis of securities which were 
in clients' accounts? 

THE COURT: When you say “in clients’ accounts", 
you are talking about under supervision ‘v7 Chase, decause 
there were many more securities in this client's account, 


some of which were known and sone of which were unknown 
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to these peonle, according to the evidence to date. If 
you are talking about securities under supervision, use 
that term so that I understand when you refer to "in 
clients’ accounts" you are not talking about what was 
in Eastman Dillon and Lesr -.nd Loeb Rhoades. 

Q lt am referring to all security positions that 
Chase, Incorporated had knowledre of. 

Tii® COURT: Beyond those under their supervision? 

tL would like to know whethe* you are talking about the 


Supervised list or the supervised and unsapervised 


DEVINE: In the plaintiff's view, your Honor, 
all securities, once a position was taken, fell under the 
counseling of Chase, Incorporated. So onze they knew of 

a position they were then supervising tha: position. 

THe COURT: Is that what the contract said, that 
he could go off on his own and saddle the supervisor with 
unsupervised purchases? 

MR. DEVINE: J don't believe the contract reads 
that way, your Honor. 


BY MR. DEVINE: 


Q Let me ask the question in two parts: With 
respect to securities as to which Chase, Incorporated at 


any time made a specirie purchase recommendation, did 
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Incorporated have any system or procedure 


track of the tax basis of that security? 


Yes. Our procedure, if you are interested 


the mechanics - 


Q Yes. 


to take the information provided by the 


m= Was 


s confirmation, it was checked and a security card 


was created for every new position. ‘Tnat security card 
lt never 


then became the tax basis for that 2ccount. 


purported 12 an appre record for 


account purchased more tian one iot at 


at different prices o~ 
Pp 


done with respect to the tax basis? 
I 


The lot was entered on the purchase date of the 


lot and, for Massachusetts purposes, the \ots were 


combined for average cost purnoses. 


Q What about Federal purposes? 


A Federal purposes, we maintained tax 


and purchase date. 


Q Will you look through the black book and 


if you find the security card for Anaconda Company 
y 


Andersen Company account? 


A I nave it. 
Under Federal t2x anes that indicate a 
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lot basis record? 


A Yes. 

Q Or does it indicate an average basis? 

A On the top line? 

Q Yes. Isn't that the line you would refer to? 
A No, I would refer to the lots. Here is a lot 


on 12,19. 1,12,20; 1,12 -- 


Q What about the box marked “Adjusted Federal 


A That is an average cost. 

Q That was not used for tax basis purposes? 

A We dald not file tax returns. 

Q Lt am trying to determine if the vecords disclosed 


the information with respect to tax basis 
A Yes, it did, and we felt confident that we 
could identify lots for Federal purposes, from this 
security card. 

Q Did you ever inquire of Mr. Anderson what method 
was being used in the Anderson Company account with respect 


Qs 


to tax basis identification when there is more than one 

the same security? 

A No, I did not. 
Were there occas 


tens when the tax basis 


{nforimition was not filled in on these security cards? 
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There micht have been one or two instances where 
we did not receive information for the transaction, or 
where the account was originally booked and we did not 
have purchase date nor the data, yes. 

Q In those instances did you personally make any 
effort by contacting Mr. Anderson or the »rokerare house 
to determine the missing information? 

L ean’ rerall. 
using the Chase Fund of Boston 


for evaluatini, the performance 


sed a better guide 
as to how wel fe we doing, and I think it was in 1967 
that we thought we would match our perfornance with the 
Chase Fund of Boston. I am not sure of the dates. 
Q Why was it that you felt it was appropriate to 


do that? 


A I believe Mr. Anderson felt the.t anybody could 


beat the averages, and let's find something, else to see 


ve wer2 doing. 

It wasn't Mr. Anderson that made the comparison, 
wasn't it you? 

I made the sugrestion. 

For making, that comparison? 
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A L@O-e . Le 
represent a standard cross refere 
tained by our firm in 1967. 

Q What was the vurpose or 
system that you referred to? 

A The purpose of this car 
indication of the number of share 


that were in portfolios managed b 


number and the number of 
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time 
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9 did not remain as the back-up man on the account, is 
| 
OR that correct? 
1} 
} y 
eH A That's: correct. 
5 || Q At or about the time when Mr. Inches took over 
6 for you on the Anderson accounts, did you meet with Mr, 
ae ; 
; -G Anderson regarding, the methods that were to be followed 
. . 
8 | in servicing the accounts thereafter? 
9 | A I did not meet with Mr. Anderso.. 
' 
10 Q Do you have any knowledge as to whether or not 
11 ir. Inches had a meeting with Mr. Anderso1 on that subject? 
12 | A 1 do not. 
13 Q Do you have any knowledz> as to whether or not 
14 | Mr. Chase had any meeting with Mr. Anderson on that subject 
1} 
15 || at about that time? 
16 || A At that time, I did not. 
17 i Q During 1967 did you recommend that the Anderson 
18 | Company account purchase Allis Chalmers? 
I ‘ 
19 || A Il may have. I cannot recall. 
\| 
| Q Is there any document to your knowledge here 


| 
20 | 


} 
| today we could show you which might refresh your recollec- 


21 
j 
1} 
22 || tion on that subject? 
3 «OI A Not if it isn't on a recommendation form, I 


aA doubt it. 


v4 
“ 


You have the black hook In front of you. Wil) 
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structure? 
fh To the best of my knowledge, that was the point 


at which we did institute a different minimum. 

Q Do vou recall wheat category of account had the 
hishest minimum under that new fee structure? 

A Non-discretionary. 

Q Do veu recull what other categories there were 
and were they ranked in order of size of the minimum? 
A There are two, “*scretionary and non-discretion- 
ary, and the fee was the same, but we charged an extra 


$500, I believe, a vear for non-discretionary accounts. 


Do vou Know which minimum the Anderson accounts 


A I do not recall. 
doh 2, TYSVUTNT -« 
. Jia € hath 


have no further juestions, vou 


Honor. 


Q Mr. Spindler, you fust testified as to certain 
securities that Mr. Devine listed for you as to whether or 
not you had recommenced the sale thereof, and I «onder, 
sir, if you know whether or not Ebasco, which was one of 
s, one of those securtties that you testified 
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by Cnase, Inc.? 


same, Mr. Spindler, to 


New Britain 


recommend to either of the 

Anderson accoun he purcnase of Rallweight? 

No. 

Spindler, i ne period when 
the Anderson Company 
recommended th2t Railweipht be sold, to 
nh I can't recall we recommended its sale. 
THE COURT: Well, the exhibits very clearly 


talk about sale : dations on December 1, 1966 of 


Railweight for the Company account, and 714 Railweight 


Mrs. Anderson's personal account. 
MR. DIAZ-CRUZ: That is correct, your Honor. 
had you recommended to either of 
purchase of National Casket? 
No. 
Q Still looking at Plaintiff's Exhibit 18, the 
list attached thereto, Mr. Spindler, had you recommended 


or did you ever recommend to either of the Anderson 
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accounts the purchase of Enterprise Fund? 
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34 


A Never. 
Q Did you, sir, recommend to either of the Anderson 


accounts the purchase of Berman Leasing? 


accounts the purchase of Planet 0i1? 


Q Did you ever recommend to either 


of tne Anderson 


A No. 
Q Did you ever recommend to either of the accounts 
the purchase of Swift and Co.? 


A I cannot recall, but I doubt it 
Tif COURT: What was that list yon were reading 
from? 
MR. DIAZ-CRUZ: "nat was the list, your Honor, 
that is attacr’d to Plaintiff's Exhibit 18. 


MR. DIAZ-CRUZ: It doesn't have an actual date, 


your Honor, but it was attached to the July 23rd letter, 


which is Plaintiff's Exhibit 18. 

r. Spindler, stiil on the sane 
attached to Plaintiff's Exninit 18 
what A. E. Co. stands for? 


A I am not sure. 


» do you 


list, which is 


recognize, sir, 


Q Could that, sir, be the Anderson Engineering Co,? 
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List or t 


Could have well been. 


And as to the three first entries on that list 
ler, did you ever recommend to either of the 
accounts that they purchase Anderson Enrineering 
ities? 

Never. 

When did you become a member of the securities 


committee at Chase, Inc.? 


Shortly after ‘oining the firm, in April, i 


Were you a member of that commii.tee continuously 
ruary of 19717 

During that period I was a member, yes. 

Can you briefly exrlain the operation of the 
selection committer? 

Yes. Do vou care about the composition or 

Why do.1't you give us the compo: ition. 

The composition of the securities selection 
was designed to have members frem all part of 
hase, Inc. They were all senior officers of the 

heir primary function was to review all 


ations from the research department and pass on 


es that were considered acceptable for the Approved 


nose names that mirht be deleted from the Approved 
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Another funetion was to review the recommendations 


again of the researcn department as to ratings of all of 
the securities on our Approved List or "A" Approved List. 
Q Did the securities selection committee act on 
oral or written recomiendations from the research depart- 
ment? 
, 


Oral recommendations were the rule fcr rating 


chances; written recommendations were a requirement for 


any stock that was added to either list. 
Q I show you Defend. t's Exhibit !3 and I ask you 


whether you can recognize that document, sir? 


A Yes, can. 
Q hat is that document? 
A That is an abbreviated form, anc in this case 


the only form, prepared by tne research department for the 
securities selection committee. 
MR. DIAZ-CRUZ: Your Honor, we introduce 
Defendant's Zxhibit 43. 
(Defendant's Exhibit 43 received in 
evidence, ) 
Q During the course of deliberaticns concerning 
the addition of securities to the list, was the author of 
Defendant's Exhibit 43 called in before the securities 
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seleation committee? 


I show you a Ss of documents that have 
marked as ntiff's Exhintt 52; and LT ask you, sir, 
whether you recognize those documents? 

A Yes. 

Q What are those documents? 

This is a report by the chairman of the securities 
selection committee that immediately followed approval of 
all changes made by the securities selection committee 
sent out to the staff. 

Q Were these documents circulated to all account 
supervisors? 

A All account supervisors and, in most cases, the 
clerks as well. 

Q In connection with situations where new securities 
were added to the list by the seturities selection 
committee, did the account supervisors receive any 
documents in addition to Plaintiff's Exhiovit 51? 

A Yes. 

What were those, sir? 

Tne account supervisors received i111 of the 
weltten information presented to tie securities selection 


committee when the name was approved. 
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1 
¢ hi Q And that would have been the document that is 
\| 
3 I marked as Defendant's Exhibit 43? 
! 
4 |] A That or any other documents presented by the 
\| 
5 iI the analyst. 
al 
|} 
6 || Q How often were the Approved end "A" Approved 
i 7 | Lists issued during the pertod? 
|| A The actual list iteelT? 
9 Q Yes, Hiow often were they reissued? 
10 |} A They were undated on a continuiig basis with 
ll || the changes by the securities selection committee,.but 
i| 
12 | they were actually printed about once a gqaiascter. 
fs | Q In addition to the securities srlection committee 
14 || meetings, were there meetings of John P. “hase that 
15 account supervisors participated in? 
; 16 | A Two other meetings, yes. 
i| 
17 |; Q Can you briefly describe to us, sir, those 
tj 
18 || two other meetings? 
i} 
19 || A Weil, the first meeting is the morning meeting 
20 | that is for all of the staff. It is usually a half hour 
| 
21 |i to three quarters of an hour meeting, where the staff is 
¢ \ « 
22 || brought uo on all the latest developments, primarily from 
23 | the research department, or any other items of interes 
2A | the staff should know about. The second, probably most 
|| 
25 || important from an account manager's point off view, was the 
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ekly meeting where the recommendations of the securities 
lection committee concluded usually the day before were 
nted to the account manarers for their comments, and 
e name hanpened to be ar C the research aralyst 
was present at 
Q Did you at any time make a form2l recommendation 
to either of the Anderson accounts of a s3curity that had 
not underfone this precess you have just iescribed? 
To the best of my knowledge, no. 
After the transition veriod fron your supervision 


Anderson accounts to Mr. Inches, did there ever 


time when vor: discussed the Anderson accounts with 


Yes. 

Do you specifically recall, Mr. Spindler, 
discussing st in tne Anderson account with Mr. 
Inches? 

That subject, yes. 

Do you recall, sir, what he said to you? 


a? 


that there was evidence 


of short selling in the Anderson Company account, and J 


don't recall whether at that time there was also 
sellinz, evidence of short sellinm, in i af Anderson's 
account, and Mr. inehes was tryin” to hrinz me up to date, 
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trying, to find a solution. That is ahout all, I gue 
he mentioned. 


Q Did Mr. Inches say to you at that time that he 


had recommended to the Anderson accounts, or to Mr. 


Anderson in connection with the Anderson accounts, that 


the short positions be closed? 


A Not at that time, but subsequently. 
¢ In a subsequent conversation wish Mr. Inches, 


QY I hand you two sets of document: marked as 
Defendant's Exhibits 46 and 49, and I ask you whether you 


recornize those documents? 


> 
J 
— 
Q 
a” 
2 


are records of our securities cards. I 


Q Are those the same type of card you testified 


to yesterday, included in the black book? 


A Yes, sir. 
Q Do you recognize those security cards as 


pertaining, to any specifie accounts? 


A By the account destrmnation, yes. 
Q What accounts do those pertain te, sir? 
A Well, I see these are Mrs. Anderson's, A 24 A, 


and A 24 © woule be the Anderson Company account. I didn't 
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at all of them. 
MR. DIAZ-CRUZ: Your Honor, we offer Nefendarnt's 
Exhibits 48 and 49 in evidence. 
(Defendant's Exhibits 48 and 49 for identification 
received in evidence.) 
Mr. Snindler, I show vou Nefendant's Fxhibit 59, 
vou whether vou recoonize *+hat document? 
TE. Gas 
What is that documert? 
A This is a memo sent to all account. manacers re- 
flectind, acain, cither a chance in securities selection 


committees ratina or corporate charce in the account itself. 


It is a document intended to bring *he portfolio manacer 


up to date on the corporate chance or alert the por*folio 
manager as *o a sale recommendation. 

0 Is this what is commonly krown as an alert sheet? 

This is not an alert sheer, ro. 

@) Do you recognize in that memo which vou have 
identified as in any way per*tairire to the Anderson Compary 
accounts? 

yes. 
How do you identify that, sir? 
By the accoun* number. 


it your testimory, "Ir. Snirndler, “hat “his 
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Sheet was distributed to account managers or supervisors 
to alert those holders of -- those accounts holding 
particular securities as to chanres in those securities 
or companies? 

A A proposed change or a capital change, yes. 

MR. DIAZ-CRUZ: Your Honor, we offer Defendant's 
Exhibit 50 in evidence. 
(Defendant's Exhibit 50 for identification 
received in evidence. ) 

Q 1 show you a document marked as Defendant's 
Ev~hibit 58 for identification and I ask you, sir, what 
that document is 

A This is a research brief prepared by the analyst 
in question. 

Q What is the function of a research brief, Mr. 
Spindler? 

A The function of a research brief is to put in 
writing the analyst's viewings of any pertinent points 


he feels should be called to the attention of the managers. 


Q What is the distribution of the research brief? 
A The research brief is internal. 

Q Is it distributed to all account supervisors? 

A Yes. 


BR. DIAZ-CRUZ: Your Honor, we offer Defendant's 
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in evidence. 


(Defendant's Exhibit 58 for identification 


received in evidence.) 
Q I show you a document marked as Defendant's 


Exhibit 51, and I ask you, sir, whether you recognize that 


document? 


Q Ss that document? 
A This is a chart of various mark2t indices that 
S included in a chart book on a quarterly basis. 
Q Can you for the record identify the different 
types of indices that are charted in Defendant's Exhibit 


It includes the Dow indices, including 


the industrials, the 40 bonds, utilities, and the 


transportation index. It includes the New York Stock 


Exchange composite, the broadly based index of the New 
York Stock Exchange, and the Standard & Poor's 500. 


Q Does that document include the g;raph of those 


indices for the years 1966 through 1971? 


A 


A Yes, it does. 


MP. DIAZ-TRUZ: We offer Defendent's Exhibit 51 
in evidence, your Honor. 
(Defendant's Exhib!t 51 for identification 


received in evidence.) 
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Q Have you ever recommended to any client 
that ne sell short a security? 

A I have not. 

Q Have you ever recommended to any client 
that he short sell against the box? 

A No 

Q Have you ever recommended to any client 
tne purchase of puts? 

A No. 

Q Have you ever recommended to any client 
the purchase of calls? 

A No. 

Q Have you ever recommended to an: client 
the use of margin in their accounts? 

A A margin account with a brokerajse firm, 

Q During the course of this trial we have 
referring to your company as Chase, ane. is: that 
call 16, sir? 

A No, we do not. 

Q What is it that you call it? 

A Lt is John °. Chase, Inc. 

Q And why is that, Mr. Spindler? 

A Well, Jonn ?. Chase, Inc. i858 reeily 2 
ot man who spent 42 years building, this company. 
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with some justification Ilr ‘NAS is proud of what he has 


put together, I think he is satisfied that the structure 


of the firm is what he was looking for in trying to 
develop a vit: ind 1-foing investment counsel company, 
but I think, more imcortantly, most of us at Chase realize 
the impact of this man and tne deen seated interest he 
takes in the onerations of the comnany. is his name, 
his company, or was his company, and it isn't unusual 

for Jonn Chase t ixe an intense personal interest in 


hat came into that door as a result 


personality. Normally, when he is 


reviews every single aporaisal letter 


that foes out, {me we were doing our appraisals 
in this form he reviewed every account that he was 
responsible for |} ore the aop 33 vas drawn. It is 
part of him. 

MR. DIAZ-CRUZ: Your Honor, we have no further 


questions. 


REDIRECT EXAMINATION 


DEVINE: 


0) Mr. Spindler, wa: ; t yor arlier testimony 
that Foxboro was a recommendation ef Chas2, Tncorporated? 
T believe 1 testified that it was one of our 
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| 
2 || RENDER S&S ON i NC ti ES, ecalled as a witness 
3 by the Plaintiff, belng first duly sworn, testified 
4 | as follows: 

1] 
5 DIRECT EXAMINATION 
6 BY MR. DEVINE: 
7 || Q Mr. Inches, are you employed at the present time? 
8 | A Yes. 
9 1 Q By whom? 
10 A John P. Chase, Inc. 
3 ae Q When did you berin that employment? 
a A In 1959. 
13 | *) What position at Chase, Ineorrorated did you 
14 } hold in July of 1968? 
15 || A I was investment research analyst. 
16 || Q Is that something different than what we have 
17 I been referring to as an account superviso? during this 


18 trial? 


20 | Q Did there come a time when you became an account 
21 |i sunervisor? 
22 | K Yes, there did. 
23 | Q When was that? 
| 
2 | fs Approximately early 1968, 
25 1 ( 50 that in July of 1968 you had a dual function, 
i| 318a 
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LS th correct? 


there come a tim when you were assigned 


Anderson accounts? 


the back-up man on those 


Wnen did you ! st speak to Mr. Anderson, either 


son or on the » With respect to the 
Anderson accounts? 
A Will vou reneat that? 
When did you first speak to Mr. Anderson in 
person or on the televhone with respect to the Anderson 


accounts? 


conversation or a telephone 


telephone conversation. 
on that occasion and hy whom? 
“vm. Anderson five days after being 
assigned the accounts, and we apreed to a s‘neetins to 
discuss th’ accounts. 


You sav iv lay: $ assirnment? 
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A 


Approximately. 
Do you know the precise date on which the 


was made? 


ct 
> 
2 
e 
© 
9 
2 
a 
© 
| 
ct 
4 


cular reason why you recall 


No special reason. It was our policy to call 


Did the meeting that you discussed in this 


conversation come about? 


Hovi id it come ahout? 
Di Lt come about 

y 

Yes. 


When did it occur? 


Do you know what month it occurred? 


Could it have been October? 

i con't believe so. 

Are you sure it was not in 1969? 

[ am not certain. 

It could have been in 1949% 
helieve it was in 1968, 


Where did this meet inm take place?’ 
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Who was present at that meeting? 
Anderson and myself. 
said and by whom< 
iiscussed the accounts at length, we went in 
the short positions that ad understood he had had, and 


we discussed the accourts in creneral as t2 what he wanted 


to receive f m Chase within the fremewor< of the John P. 


Chase organization, we basically agre2d, with his 


consent, that we follow a system of vhone calls and face- 
to-face communication. | larrely in:erested in a 
flow of ideas from John P. Chase, 
Can you recall anything else be‘. 
that time? 
A [ specifically had told Mr. Anderson that we 
would not recommend any short positions in the account, 


or other types of hedged operations, 


Q Anything else? 


Mr. Anderson 
Mr. Anderson agreed that the promram as 


established at the meretine would be sntirely acceptable 
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to him. I told him I would check with Mr. Chase and mave 


Sure we were on the proper path. 


Q Did you check with Mr. Chase? 

A Yes. 

Q When did you do that? 

A Approximately the same time. 

Q When you say approxirxitely, do you rean the same 


day or same month? 


A Well, within a few davs, 
Q On this occasion when you met with Mr. Anderson 


in your office did you have lunch on that day with Mr. 


Anderson? 
A I believe we did. 
Q Where did you have lunch? 
A I con't recall the restaurant. 
Q Do you recall who was present at that lunch? 
A Mr. Anderson and i. 
Q Do you recall who picked up the tab? 
A I don't recall specifically. 


THE COURT: Was. it a pood lunch? 

THE WIPThESS: That is an interesting thought, 
your lionor. I think it was quite pleasant. 

Q You don't recall where it occurred, what 


restaurant or club? 


on ee * FOU? aren eo cD MT HOLE 


rmkm Inches-direct 
It wasn't Loc!:e-Ober's, was it? 


Tt could have been. He frequently 


took me to his club, ¢t.. ; and Racket Club, and it 


might have been there. 

Q When you became the primary supervisor on the 
Anderson accounts, who war the back-up man? 

Mr. Chase was the primary back-up man. 

Q Do you recall beins deposed in this case, 
naving your deposition taken? 

Yes, I do. 
asked at that time who the 
back-up man was? 
Yes. 

Q What did you answer? 

A I believe T said Mr. John P. Chase, and in the 
transitional period between'the accounts being assigned 
to me and my taking them over, that Spindler va 
helpful and could have been considered a back-up man durin; 
that phase. 

2 Hiow Jour dtd that rhase 

A few months. 
Do you recall bein= asked th question at your 


¢ 


Srindler's funetlon with 


my 
' 


deposition: Vnat was Mr, 


respect to the Anderson Comp2ny account and the Alice 
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Anderson account following your asstenment to those 


accounts?" and 1o you recall riving, this answer, "He was 
classified as the number i back-up man of the account."? 


Do you recall that? 


Q After your meeting with Mr. Anderson in Boston, 


when did you next speak to him? 


A I spoke to him approximately every two weeks. 
Q When did you next meet with him personally? 

A I cannot say exactiv. 

Q Po you have any recollection of meeting 


versonally with Mr. Anderson aratina after that first 
occasion? 


A Yes, I do. 


Q When do you recall ineeting with him again? | 
A I can't give vou a specific date. 

Q Can you give me a year? 

A Give you a year? 

Q Can you give me a year. in whith you met with him 


personally after your first meetiner. 


A\ I helieve T met with nim within a month after 
that initial phone conversation. 

Q Wovld that he in January of 196¢? 

A [I can't sa 
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(S that the time frame we are talking 


Yes, 
Where did that meetins tak: place? 
I don't recall specifically. 


Do you recall whether it was in Boston 


Do you 


ders 


t was said at that 
A We normally ran over all of the securities in 
the portfolio, particularly with reference to current 
information we might have on a specific security. 


Q Iam asking if you have any srecific recollection 


of that particular meeting. 


A Not specifically. 
Q Following that meeting did you ever meet with 
Mr. Anderson arain? 
A Yes, 
Q When next do you recall specifitrnijy 
with him? 
T helfeve severga) uiditionad times in 
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a personal basis. 


Q Do you recall where any of these meetings took 
place? 
A Some of these meetings took place at Lege and 


Q In New York? 

A Followed by a Luncheon. 

Q In New York? 

A In. New York. 

Q Do you recall spec: fically what was said at 


any of these subsequent meetings? 

There was a general roview of the portfolio at 
each meeting, and I gave him snecific sugecstions at the 
time, my recommendations as toc '*.2t should be done in the 
portfolio. 

Q Do you recall any particular meeting and discus- 
Sion of any particular security at any particular meeting? 

A Yes, Il can. My meetings with Mr. Anderson in 
New York usually either preceded or followed a meeting 


? 


with his neiphbor at Lerr and Company, Mr. Jim Finley, who 
was a petroleum analyst of some note wnom I knew from my 
research endeavors in the petroleum field. So it was an 


5 


opportunity to see both Mr. Finley und ile. Anderson at 


approximately tne same time, 


Inches-direct 
to get down te specific meetings. 
Do you recall in 1959 a specific meeting with Mr. Anderson 
followins the first two tnat you have talked about, which 
you can place in anv time frame? 
T believe I had at least two additional meetings 
him on a personal bas 
No you recall when the first of those two was? 
I cannot give you a specific date. 
Q Can you recall when the second of the two 
occurred? 
A NO. 
Can you recall whether either was in New York? 
I think probably both of them were in New York. 
There was a research individual at John P. Chase searching 
out new situations in order to rive recommendations to the 
security selection committee. 
At the first of th5 two meetings you recall in 
1969, the latter part, do you recall specifically any 
securities that were discussed at that time? 
Yes. 
Wnat securities were discussed? 


A I discussed my petroleum recommendations, 


frequently the ones thai I had just seen that day. I 


visited with Atlantic Richfield, Cities Service, a number 
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of company treasurers and/or presidents in New York on a 


rerular basis, and I frequently started off with those 


recommendations. 


Q Do you recall specifically discussing Atlantic 


Richfield with Mr. Anderson at one of there meetings? 


A 


Yes 


¢ 


Q) What did you say? 


A I told him I thought it was an cutstandingly 


a 
= 
pute 
ct 
a 


attractive stock at th5 moment, based on my finding 
manacement. 

Q Do you recall disessine Cities Service with Mr. 
Anderson at an. of these meetings? 


A Yes, 1. do. 


Q What do you recall saying on thet subject? 
A I felt that Cities Service was é~— hold recommen- 


dation at that time. 


Q Did either of the Anderson accounts hold Cities 


Service at tnat time? 


A Yes, I believe cne account did. 
(Y At about the time you took over orimary 


responsibility on tne Anderson accounts, did you have any 
discussion with Mr. Chase with respect to those accounts? 
A Yeo; i ale, 


() When did that discussion take place? 
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lt one discussion or more than one? 


, 


t was several discussions. 


Q Would you address yourself to the first 


; 
discussion, please, and te S$ when it occurred, as well 


as you can recall, and what was said? 

A I believe it was towards the end of 1968. Mr. 
Chase and I talked extensively about the account and he 
wanted to be fully informed that Mr. Anderson took some 

e risks d also hedge positions, or went short from 


time to time. He carefully instructed me to keep Mr. 


Anderson on track within the office policy outstanding 


Say anything to Mr. Chase? 
Yes. 
What did you say? 
I told him I would try my proceed on 
that tack, as outlined. 
Q Did Mr. Chase say anything further to you on 
that occasion? 
He wished me good fortune. 
Q When was the next time you spoke to Mr. Chase 
about the Anderson accounts? 


. 


can't recall the snecitfie date. 
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THE COURT: I would like to have you, in the 
limht of the colloquies, go over 1969 again and obtain 
from you your best recollection and present statement of 
what you recommended the Anderson Company people should 
sell of the supervised list. 

THE WITNFSS: Well, in the Anderson Co any, 200 
Shares of Phelps Dodge, February 14. Also on February 14, 
a hundred of shares of Fhelps Dodre. Fetruary 19, 50 
Shares of wcope. On March 4, 200 shures of Phelps Dodge. 
On June 19, 209 shares of Parke Davis. Also on June £9: , 


100 shares of Parke Devwd: 


L believe that is i 


cr 
+ 


TH" COURT: Now I am going to cail your attention 
to additional sales that you have not referred to for 1969 
that appear on this tax sheet record for capital gain and 
loss transactions which have been marked Exhibit 39, to 
see if I can get your specific acknowledgnent that this 
was or was not a recommended sale of a maiared security. 
I am going to start in with Air West on January 2, 1969. 
Did you recommend that? 


THE WITNESS: The 


Civ Gaede 


THE WITNESS: No, sir. 


THR COURT: Occidental Petroleum, January 


le 
1oy 
- 
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2 | $3.60 preferred, apparentiy. 
3 THE WITNFSS: I doen't recall on that one, your 


Honor. 


a 


THE COURT: New Britain Machine, on Janvary 16? 


THE WITNESS: No, sir 


THE COURT: 290 Youngstown on January 16? 


8 THE WITNESS: No, sir. 
| 

9 | THE COURT: 390 Asamera, on Jaruary 23rd? 
} 

10 || THE WITNESS: No, sir. 
| 

| THE COURT: 200 SHC, January 2th. 


4 


2 | THE WITNESS: don't recall. 

13 || THE COURT: A hundred Anaconda on January 29. 
14 THE WITNESS: I don't recall, sir. 
15 | THE COURT: <A hundred Ebasco on January 29. 
16 | THE WITNESS: I doen't recall. 

: THE COURT: Yarke Davis on January 30. 

18 THE WITNESS: I meant to include that. 

19 TEH COURT: That one you do recognize as one 
20 || you recommended? 


21 | THE WITNESS: Yes T believe so. 


22 THE COURT: P00 Reading & Bates, January 31. 
23 i} THE WITNESS: That wasn'$ ours 
2A 


THE COURT: 200 Ameriean “Sachine ond Foundry 


a. i on January 31 
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OH WITNES I don't recell. 
THE COURT: 50 Planet O11 on Febrvary 19, and 


Planet Oii 


miu , wee 
Aik! i. a ore) 
alti riatalatairiaa 
Lr IURT 


a a4 don' tc 


‘S: t @on't 


on the same cate. 


recall 


on that one. 


Enasco Industries, March 14. 


recall. 


THRE COURT American Smelting and Refining, 
THE WITNESS: I don't recall. 


NIT CATTOmM 
Adee was 4 
MMNIK vITIimernm sa 
re ". ad ctl 
mercer 


COURT: 


reading & 


Bates, bonds, on 


Oo: No, we didn't recommend that. 


100 USF and G, June 10. 


THE WITNESS: Tnat was not our sale. 
THE COURT: 200 Tropacana, June 17. 


THE 


COURT: 


/ 


short on Jamadry 12 


mrt 
alhes 


COURT: 


IF WI'TNE 


COURT: 


WITNESS: 


WITNESS: 


That was not our sale. 


Ww 


bonds of Readings |: on June 


That was not our siale. 
400 Canadian Superior Oil common 


ana 


13. 


€ 


That is not our recommendation. 


50 Tampax on September 23. 


— That is not our recommendation. 


309 Guif Life, October 14. 
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[TNESS: I don't rec2ll on that one. 
3 | THE COURT: fnderson Fnrineering Company stock, 
} 


October 28. 


5 1 THE WITNESS: Not our recommendation. 
6 i THE COURT: Cities Service common, October 31. 
7 1 THE WITNESS: I don't recall on that one. 
|] 
8 | THE COURT: 100 Atlantic Richfield, November 17. 
9 THE WITNESS: That is not our recommendation. 
-) 10 | THE COURT: Some more Anderson Engineering 
ll | Company on October 2é, 
12 TiiE WITNESS: ‘That was not our recommendation. 
13 jj THR COURT: National Health Enterprises, 
14 || Deceinber 23. 
15 THE WITNESS: That was not ours. 
16 } THE COURT: When you say those were not your 


7 || recommendations, we. > those securities that if they were 
i| 
1} 

18 1 in the account at all got into tho account other than 

19 || through your recommendation, 
| 

20 || THE WITNESS: Some of those issues were our 


recommendation, but not all of aem. For example, Reading 


22 & Bates, he was selling a number 1] by recommendation on 
ee || : ‘ ot te 
23 | our recommended Jist, as 71 example. We had oriscinally 


placed that stock in the portfolio, but it was an 


23 | outstanding, recomrendation and it would be expedient for 
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anuary 28, 209 shares of 


Metro, Incorporated. Did you recommend that one? 


warrents. 


mit ur mare c 7 : 
THE WITNESS No, Sif. 
ARN, Pe er ear ae és < 
IE COURT: March 9, Avnet. 


THE WITNESS: I den't recall on that one. 
THE COURT: Well, they made a lot of money on 
that one, that is a mood one -- no, it is a loss, a lot 
of ioss, not a lot of money. 

Phailin Morris, darch 9. 
THE WITNESS: That vas not on2 of ours. 
THES COURT: General Motors on March 9. 
THE WITNESS: That was not under our suoerviscion. 
THE COURT: CMO Bo.ids on March 16. 
THE WITNESS: Continental Mortgage Investors, 
probably. 


THE COURT: They are marked as CMO, which I used 


to rememher was Commercial Credit, but th2rt may be something 
5 


—> 


else now. 
THF WITNESS: This was not our recommendatio™. 
THE COURT: CMO six and a quarter convertible -- 


IMTHESS: That was Continental Mortgage. 
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COURT: Johnson & Johnson, March 16. 


WITNESS: That was never on our supervised 


COURT: L.V.O. Corporation, Avril 21. 
COURT: I don't recall. 
COURT: Was that on your supervise list? 
WITNESS: [ don't. honestly remember. 
COURT: Transcontinental Gas Pipe Line, 
April 29. 
Tht WITNESS: That was not our recommendation. 
THE COURT: Here is a cali on Occidentai and 
the second call on Occidental. Pid you recommend any 


sales of calls? 


A THE WITNESS: No. 
THE COURT: Did you recommend s of any 
options at any time for any of these Anderson accounts? 
THE WITNESS: No. 


THE COURT: Did you recommend any puts? 


THE WITNESS: No, we didn't, sir. 


THE COURT: Consolidated O11 and Gas, April ?¢. 


the witness; I don't recall we recommended 


the sale. 


THE, RT: Seabord World Air, aud it looks like 


fives of 19845, sold April 24, did you recommend that sale? 
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2 THE WITNESS: £ con't: peeeis. 
a | THE COURT: Were the Seaboard convertibles on 
4 } your supervised list? 
5 THE WITNESS: I believe they were. 
6 THE COURT: Canadian Superior Oil, and it seems 
7 } to be a straight sale, April 28, 1970, 190 shares. Did you 
1} 
8 | recommend the sale of that? 
9 THE WITNESS: I don't recall. 
10 } THE COURT: Is there anything in the record there 
| 
11 ! that indicates anything on the subject? That apparently 
12 Was on your approved list. 
i 
13 Tir WITNESS: It was, sir. 
\) 
4 || THE COURT: Do you know anythine about how that 
15 Sale came about? 
| 
16 || THE WITNESS: Well, Mr. Anderson was selling 
17 } rather freely ar I don't Know what our r2commendation 
1 
18 ! was at that time. 
19 | THE CO"?T: Austral common, April 28, did you 
20) recommend that or:? 
21 | THE WITNESS: I don't recall. 
22 | THr COURT: Here is a short sale of Seaooard 
23 ! Companv's Line on Senvtember 25. Did you recommend that? 
| 
24 | THE WITNESS: Mo, I didn't, sir. 
25 THE COURT: Here is a short sale of Parfas | 
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common, June 29. Did you recommend that? 

THE WITNESS: No, I didn't. 

THE COURT: A sale of Seaboard Company's Line, 
April 1971. I think we have fone through -- no, there 
is another sheet for the 1970's. puess it is longer 
than I thought it was. 

MR. DEVINE: Your Honor, maybe I can shortcut 
this. I have a couple of issues I am particularly 
interested in and I weuld focus on those, 

THE COURT: There is a whole raft of short sales 
and I guess ‘that is what I happened to have come upon now. 

MR. DEVINE: Yes, that would be time consuming 
to fo throurh. 


THE COURT: I think we can cover the three pares 


of short sales with one question: Did yo.r recommend any 


short sales of any securities between Jun? and December 
of 1970? 
THE WITNESS: No, I didn't, your Honor. 
BY MR. DEVINE: 
Q In January of 1969 did you recommend the purchase 
of Pargas by the Anderson Company? 
A I believe i did. 
Again in November of 1969 did you recommend an 
additjonal purehase of Parvas by the Anderson Company? 
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A ; €on*e recall: 

Q Would the black bceok refresh your recollection? 

A Possibly. 

Q Would you take 2 look, please, November of 1969. 
es 


THE COURT: Was that issue on the recommended 


list? 
THE WETNESS: Yes. 
A Will you reneat the question? 
Q In November of 1963 did you recommend a purchase 
of Pargas to the Anderson Company? 


A I don't recall. 
Q Wero you the researcher at Chas2, Incorporated 


with respect to Parras’”? 


A Yes, I was, at the time. 
Q Does that mean you had primary vesponsibility 


for keeping apprised of developments with respect to 
Pargas and reporting, on those development:s to the securities 


selection committee? 


A Yes. i jaid 
Q) Does the record that you nave in front of you, 


the black book, reflect whether ineeed there was a purchase 
of Pargas in November of 1959 by the Anderson Company? 


A I am not certain. 


oO 


In September of 1959 war it at your sugmestion 
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that the ratins on Pargas was reduced from i to 3? 

A The date apain, please? 

Q September of 1969, 

A I believe it was reduced. 

Q Was it at your suerestion it was reduced? 

A I believe it was. 

Q At that time did you recommend so the Anderson 
Company that it sell its position in Pargis? 

A I would have informed Mr. Anderson of the change 
in rating. 

Q Did you recommend to the Anderson Company that 
it sell. 1ts. position? 

A I don’t recal). 

Q In February of 1970 did you suggest a further 
reduction in the rating of Pargas from 3 to 4? 

A I believe I did. 

Q At that time did you recommend to the Anderson 
Company that it sell Parras? 

A I believe I did. 

Q You believe you did? 

A Yes, 

Q Is there any notation of your recommendotion? 

A Ll am not sure that there is. 

Q Well, would you look at any source that might 
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help you in tnat regard? 
A I don't know. 
Q DO you recal). whnetner there came a time in 1970 


when Mr. Anderson caused the Anderson Company to sell 


Pargas short against the box? 


A I do not recall specifically. 
Q Do the records in the black boox enabl? you to 


refresh your recollection as to whether or not sucn a 
Short sale against the box occurred? 

A Will you give me that date again? 

Q I asked you if you recalled, but I believe the 
date was May of 1979. 

A I cannot tell from this. 

Q Do you have any recollection as t9 whether 2 
time e er came when you recommended to the Anderson 
Company that it sell its position in Pargas? 

A Mr. Anderson and I -- 

Q Excuse me, I don't mean to ask an unfair question 
-- again, after February of 1970, when you testified 


earlier you did recommend its sale.. 


A I did talk to Mr. Anderson about that, I am quite 
certai.: 
Q You did arain, after February of 1970, is that 


correct? 
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taiked about securities in the four-rating 


column. 


Q Do you recall] talkinm to him about Parcas after 


February 1979? 


When next after February of 1970 did you discuss 


that security with hii? 
A 
Can you place it hy month? 
X #a7nct, 
Your ilone Te I have rlaintiff's 


letter. 


Q show you Plaintiff's Exhibit 
you have seen that letter before. 
rN Yes, I have. 
When tid you firs 
Mr. Chase and I talked about the letter before 
written. 


What was said In that diseussior and by whom? 


fir, Chase and T talked about tt’? extensive short 
nosition that Mr. Anderson had in both his mother's account 
and in the Anderson Company account, and we 
behooved us to write a stronm letter to Mr. Ancerson to 
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see if he wouldn't come back in line with our way of 


thinking at John P. Chase 


Q With respect to the short positions against the 


{ 
' 


box that then existed in the Anderson Company account, 


what was your way of thinkins at Chase, Incorporated? 
A i don't counsel short posttiens, whether they 


are naked short or short arainst the box. 
Q Did you and lr. Chase discuss at the time that 
letter was written prosisely what it is that was being 


recommended to Mr. Anderson in tnat letter? 


A Car. you state that asain? 
Tiir COURT: He wants to know whether you and 


Mr. Chase talked about what that letter r2ally says. 


TRE WITNESS: Yes, we did. 


Q What was said on that subject and by whom? 
A L 


think my previous testimony gives some idea 

of that. We talxed about the extensive short position in 
the accounts. We were very alarmed and very concerned 

and particularly concerned that Mr. Anderson wasn't getting 
the full benefit of our research recommentlations, which 


we had started to zo alongs tn many accounts in the summer 
of 1970, and we wanted to apprise him of the situation 


as it stood. We also wanted to indicate to him that we 


had thourht, ac h» had known, tirouzh the Trade Winds, 
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that the low point had been reached some time in the 
May-June 1970 period. 

Q At the time that letter was written, did you 
have any expectation or any hope as to what Mr. Anderson 
would do after receiving that lettar with respect to the 
mechanics of dealing with the short positions against the 
box? 

A I think the thrust of the letter -- 

THE COURT: He really wants to know did you 
believe that this Stubborn individual was soing to 
follow out what you were tolling him, 

THE WITNESS: Yes, L expectea Mr. Anderson 
would follow through and cover these short positions, one 
way or another. 

Q With respect to the short positions against the 
box, how many ways did you know of at that time to cover? 

A he could either deliver from his own position, 
if he was short against the Nox, buy in the open market, 


to cover the situation. 


Q At the time that letter was written, did you have 


any understanding as to which of the two aiternatives Mr. 
Chase meant to recommend to Mr. Anderson? 

A The letter says thas ir. ‘nase would Like to 
have these shert positions covered. [ don't belteve St 
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2 | goes into specifics as to how this would be done. ‘We did 
1} 
3 l not counsel shert positions, did not get him into this 
\ 
4 || position. 
5 || Q Covering a short position against the box in 
6 Pargas in November of 1970 would have been equivalent to 
‘| rehasing Parcas at that time -- 
8 | 
| ee a P 
i} TEE COURT: You don't cover against the bex, 
i 
1} _ > - * i 
9 you deliver arainst the box. {ou cover azainst the sale. 
10 You don't. cover apainst the box in the street, if you 
i want to talk street languare. You cover aizainst the sale 
12 | or deliver asainst the box. 
‘| 
i} a 7 . « - 
13 || Q If the Anderson Company had covered against the 
| 
14 t Sale of Pargas in November of 1970, would that have deen 
oe 
15 | equivalent to purchasing Parsas at that time? 
54 
lo |} Tit COURT: That is self evident. It weuldn't 
V7 be equivalent, it would be a purchase. Tire only way you 
18 | can cover is to make a purchase. 
19 Q Do you know what the rating of ’argas was on 
} 
20 the Chase, Incorporated lists in November of 1970? 
! 
| 
9 } , 7 4 s 
21 | A i believe you established it was a ht, 
} 
22 THE COURT: He wants to know now, so thet we can 
li 
| 
23 i met at this thing very quickly, if the client was soins 
| 
24 | to fo out, the customer was soinrg to fo out and buy in 
5 | ‘ . * > 
ms the short, ne would be left lonr with Parges. At that 
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9 } point, having done that and havinr revorted that he had 
3 done that, he would then be long in the supervised 
| 
4 list of Parrias. Was Pargas an aopropriate vehicle to 
| 
5 II remain in the supervised list at that time, in your 
6 opinion? That is what all this is getting at. 
7 oo THE WITNESS: It was not entirely appropriate, 
8 || on a 4 rating basis. of 
9 || Q Indeed, it was lower than 4, wasn't it? Had it 
10 | not been removed from the list completely at your 
! 
l 
ll | Supmzestion in Nevember of 1970% 
| 
| 
12 A I don’. recall. 
| 
13 Q Were you still the researcher in charge of that 
I} 
14 || security in November of 1970? 
15 A I don't recall at this time. 
i 
16 | Q Was it ever your practice with respect to the 
{ 
| 
17 || Anderson accounts to issue the blue or Breen purchase 
18 || recommendation forms and tne pink sale recommendation 
19 forms? 
20 || A We had a verbal arreement -- 
21 THE COURT: He is not asking you about that. 
22 He wants to know did you as a matter of habit issue blue 
23 |! and pink slips or did you just talk? 
2a | THE WITNESS: We did not deliver them on a 


“ 
are 
avy 


non-discretion account. 
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on either of the Chase, Incorporaten rating lists? 

A An any time? 

Q At any time. 


I don't honestly recall. 


Q Do you recall whether there ever came a time 
64.52 ‘ 
when Mr. Anderson ca2iled the Anderson Company to take a 


short position against the box in Foxboro? 
A State that arain? 
Q Do you recall whether there came a time when 
ir. Anderson caused the Anderson Company to take a short 
position against the box in Foxboro? 
A I don't specifically recali. 
Q Do you recall whether there was ever a time when 
you recommended covering a snort pe ition against the 
box in Foxboro with respect to the Anderson Company account? 
A Lt don't. recall. 
THE COURT: Did you recommend that he go short 
in Foxboro? 
THE WITNESS: No, I didn't. 
The COURT: Do you Know anybody within Chase 
who recommended he go short in Foxboro? 
THE WITNESS: Wo one in Chase would have 
recommended that, your Honor. 
Q) In January of 1969 or March of 1969 did you 
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AFTERNOON SESSION 
eta0 pitt. 
Se Oe” eee lice INCHES, resumed. 
DIRECT EXAMTNATIC’: CONTINUED 
BY MR. DEVINE: 
Q Mr. T™nehes, would you look at the black book, 


please, and particularly {© would direct your at 
the cash balance pase for the Anderscn Comnany 
and ask if you can tell from that document the 
cash that was available for investment by that 
December of 1979? 


A Would you state that question aza n? 


tention to 
acccunt, 
anount of 


account in 


THE COURT: The cash avallable in December 2.970. 


THE WITNESS: we show a cath balance 


figure. 


Q What was it, in December of 197)? 

A $189 , 344.33. 

Q As ef what date? 

A The last entry I have is November 17. 

Q I am asking about December of 1970. What are 
your entries itn December of 1979? 

A We don't have an antry for that specific date. 

Q What is the last entry? 

A The last entry {ss the one J pave vou. 

Q) Whiehn is iovembher what? 
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A N ovember 17. 
Q Why wast it between November 17, 1970 and 


Fel ruary 5, 1971 there were no entries made on that record? 


f I don't know. 
Q Were you responsible for the maintenance of 


that record during that period? 


A My secretary posted the figures. 

Q Who did your secretary report t7% 

A To me. 

Q Was it your proctiee in 1969 ani 1970 with 


respect to the maintenance of that cash balance record to 
adjust the balane «it every appraisal per:.od by making 


a bookkeeping entry that brought the availco»ble cash to 


zero? 
A Normally we did this. 
Q Was there any appraisal! date in 1969 or 1970 on 


which you did not do that? 

A I am not aware of it. 

Q Would you look through the appreisal dates in 
1969 and 1970 and foilow with me these figures, and tell 
re as I po if this is correce or incorrect. In the 
February 1969 appraisal you made a bookkeeping entry that 
subtracted $25,596.79) from the cash balance, is that 
correct? 
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I am not with you yet. 
February or 1969. 


Will you state the figure again? 


$25,596.00, rounded to the nearest dollar. 


THE COURT: What does that firure represent? 

MR. DEVINE: The amount of the bookkeeping 
entry in February 1949 which brourht the cash balance 
record to zero. 

THE COURT: But what does that mean, there was 


that much money to invest? (Ss that what you are saying? 
MR. DEVINE: My un'lerstaniitne is that as of the 

date of that avpraisal] the activity in tie prior period, 
the prior four mont period, had genecratei $25,596.00 ne 
cash, and that that, as a bookkeeping mater, was 
subtracted on the appraisal,of 1969 and -r2moved -- 

A I don't see that fifure. 

Q How much was removed as of that appraisal? 

A You better show this to me. 

Q Do you show a Feb: uary 1969 appraisal date 
the record in front of you? 

A Yes, we do. 

Q Is that FFhruary 6, 19 -- excuse re 
February 6, 1969? 

A Yeas 
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2 |I Q How much was the hookzeepine entry on that 
3 1 date? Do you see the line marked "less funds"? 

} 
4 || A My “less funds" figure is on June 6. 

1! 

' 
5 | Q No, I am looking at Yebruary, 1969, 

i 
6 A You will have to point this out. 

| 
7 |i Q (Indicatinc) 


4 | Q How much is the flieure? 
1 

10 | A $25,595.00. 

| 

ll | THE COURT: Lot me see what it is you. are 
i 

12 ‘|! looking at, please? 
l\ 
| 

13 || in. DEVINE: IT have a cory, your Henor (handing). 
i 
l| 

14 | THRE WITHESS: It is this figure right here, 


15 Sir, on 2/6/69 (indicating). 


> 
“a 


| 
16 || THE COURT: Is th the figure you are talking 
| 


| 
17 ‘|! about, on 2/1? Where is the $25,990 figure? 
18 MR. DEVINE: It is very hard to read on this 
1) 
19 || copy, your Honor (indicatine). 
| 
| 
20 |I Q With respect to the June 1969 appraisal date on 
\ 
21 | your cash balance record, how much was the subtraction on 
! 
7 dali | that date? 
| 
a A On June 6, 1969, the subtraction was $22,371.11. 
“|| Q On the October 1969 anprnaisal date, how much vas 
25 1 the subtract ion? 


i! 350a 


SOUTHERN DISTFICT COUNT KEPORTERS U.S. COURTKOUSE 
\! FOLEY S$ "1AR! KEW YORK NOY CO 7-4%82 


Inches-direct 


On the appraisal of February 1970, how much 
was the subtraction? 
A $40,322.18. 
Q In June of 1970, how much was the subtraction? 


A $13,431.87. 


Finally, in %tobder of 1970, what was the amount? 

We didn't have a subtraction at that time. 

THE COURT: I would like to know what these 
firures mean, snelled avt in understandabie detail. What 
do these firgures purvrort to say? 

Q Mr. Inches, will you resvond to tnat? 


Mr. Anderson, I Delieve, had reijjuested that the 


account be brought down to a zero balance at the end of 
@ specific period -~- 

THe COURT: What dces that mean‘ 

THR WITNESS: We shewed no cash balance in the 


account for a specific period. I am not sure this was 


followe? in every period, but it was, evicently, during 


this period, 
TKE COURT: How do vou bring; an account to a 
zero balance? What do you do to do that? 


THE WITNESS: Tt is an offsetting entry, your 


Honor, of the amount cutrtandin: on the «anh balance. 
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THE COURT: What do you de with that amount? 


THE WITNESS: The amount is usually reinstated 


follewing appraisal perlod. 
COURT: In other words, what you are saying 
you make an appraisal by the elimination 
of cash balances? S$ that ail i¢: ta? 
That. 1S: whet £6. 1s. 
Q Can you point to any reinstating entries in 
1969 or 1970? 


THE COURT: Before we get to that, let's take 


the February 6, 1979 appraisal .or the Anderson Company 
account. ‘The second vare of tnat expresses a certai 
number of firures. Do any of those frifures, and totals, 

as they are expressed, indicate that there is casn as well 


securities in th? account? 


THE WITNESS: Looking at which date, your H nor? 


THE COURT: February 6, 1970. There is no 


cash reflected there, is there? 
THE WITNESS: lo, there isn't. I am looking at 


the actual appraisal 


THE COURT: re tson ash in that appraisal, 


just an appraisal] of secu 


THE WITNESS: That is correct. 


Cry 


COURT: m I to understand that in addition 
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to the assets retlected 


in taat appraisal, which is 


Exhibit 29, the Anderson Company had $40,332.00 in cash 


off the appraisal? 


THE WITNESS: In which period, February? 


THE COURT: ‘The Same date, February, 1970, 


February 6, 1970. 


THE WITNESS: That's rirhkt. 


THE COURT: In what form was that money, who was 


holding it, the Anderson Company or some brokerage house? 


THE WITNESS: It was probably at Eastman Dillon. 
vw, lot's look at the Eastmar 


Dillon account, for “ebruary 6, iG79, and tell me if 


there is a cash balance in that account? 


THE WITNESS: No, there isn't, your Honor. 


THE COURT: So that all your figure of these 


"cash balances" really means is that the differences betweer 


the sale price of securities and the Purchase price of 


securities in the preceding period is $40,332.00, the sale 


prices being higher than the purchase prices of investments, 


isn't that right? 


THE ‘JITNESS: l beileve that is correct. 


THe COURT: And you don't know wrother tha- 


$40,322.00 was pocketed, put into the Andorson Company 


accounts, used ut the race teack or anythine else about it; 
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all that you know is that tle results of gs trading 
for Anderson and Company represented a plus dollar amount 
of $10,090.00 above the cost of securities purchased, 

is that rignt? 

THE WITNESS: That's rirht, 

THE COURT: So you would then assune if the 
money was still extant and not applied to some other use 
that they had $40,009 worth of buying power? 

THE WITNESS: ‘That's correct. 

THE COURT: nis is not the record of a cash 
balance all, it is huying power, providing it is not 


applied to another vreehace,and to refer to it as a cash 


balance is a compleie misnomer, isn't that correct? 


THE WITNESS: Yes. 
EVINE: 

Q Did you inquire of Mr. Anderson from time to 
time the amount of cash that the Anderson Company had in 
certificates of deposit? 

A Yes. 

Did he ever refuse ¢ you the amount? 
I don't believe he 

Q Do you know whether in February of 1979 the 

Anderson Company had any certificates of ternosit or 


bankinm accounts of any tine? 


354a 


SOUTHERN DISTHICT COURT RE PORTERS, U.S. COURTHOUSE 
FOLEY S NIA NEW YOR MY 7 AR 


Inches-direct 


I don't 


In November of 1976 in what respect did your 


view of the economic climate differ from that of Chase, 


Incorporated? 
& Mv view didn't differ. 


r 


Q I show you Flaintiff's Fxhibit 33. Is 
your handwriting in the upper righthand corner? 

A Yes. 

Q Would you read that? 

A "Doug: his is the most recent economic report 
for the office. i somewhat more optimistic than 
yours truly's." 

Q In what respect was it more optimistic than your 
views at that time? 

A To give you an example, it stated in the text 
that housing starts could well be up 10 to 20 per cent in 
1977, toward the 1,600,000 level, which is still a very 
modest level relative to housing needs. My reference to 
"somewhat" could be on the lower end of the 10 to 20 
per cent spectrum, about 19 or 1? ner cent, for example. 

Q Your comment was directed to housing starts, 
or that is just one of them. 

That is an erample. 
In other respects were your views less optimistic 
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4 Q At the time that was added, did you know the 

| 
3 source of that cash? 
4 A I don't recall at this time. 
5 | Q What was the date on which the fiscal year of 
| the Ander Company ended with respect to their 1970 
7 | tax return? 
8 ] A I don't recall now. 

\ 
9 | Q At ar. time did you ask Mr. Anderson for the 
10 ! tax returns of either the Anderson Company or Mrs. 
11 | Andersor: f°7 any year between 1966 and 1971? bi 
12 | A No, I didn't. 
13 | Q Was there ever a time when you asked Mr. Anderson 
14 | for information ubout th5 funds or income needs or 
15 expenses of either the Anderson Company or Mrs. Anderson? 
16 | A I don't recall specifically. 
7 Q Was there ever a time you can recall when Mr. 
18 Anderson was unable or refused to give you information of 
19 that kind? 
20 A No. 
21 i Q What does the phrase “investment supervisor 
22 services" mean to you, if anything;? 
23 A It can mean a number of things. ‘to me jt means 
aA | investment counsel service. 
25 ! Q Investment counsel service, is that wnat you said? 
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A Yes. 
Q What does investment counsel service mean to you? 
A Investment counsel service is a full line 


service with a thorough following cf securities ina 
portfolio during the pericd under >.ur guidance, and a 
constant updating of expectations on individual companies, 
atout thoughts on switch candidates, new selections that 


might be suitable for the portfolio, things of this 


nature. 
Q You say this was a continuous stipervision? 
A It was. 
Q Would supervision of that kind recessarily be 


tailored to the individual needs of the clients? 
A It would be tailored to the needs of the 


individual. 


MR. DEVINE: No further questions, your Honor. 


CROSS EXAMINATION 
BY 'IR. DIA2Z-CRUZ: 

Q Mr. Inches, did there come a time in 1970 when 
you discovered that short sales had heen mide in “rs. 


Anderson's and the Anderson Comvany a2ccoun:s? 


A Yes, there did. 
Q When was that, sir? 
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A In May of 1970. 
Q what did you do shout that, Mr. Inches? 
A I spoke with Mr. Chase on the subject of short 


sales in these accounts, and we armreed to contact Mr. 
Anderson on tnis subsect to make sure he covered as soon 
as possible. 

9) Did you in fact contact Mr. Anderson and advise 
him of what you nave just testified to at tne approximate 


time that you described? 


> 
< 
4 


Q Mr. Incnos, were those positions closed, the 


May 19790 positions? 


2 
yw 


DEYINS 


TINE: I believe the witness said the 


* 
a 
ct 
| 


uctions were to cover them. 
MR. DIAZ-CRUZ: i am talking about the short 

positions. 

MR. DEV I object to the question in that 
it is phrased in terms of closing, and I think the witness 
previously said covered. 

THE COURT: Read the record to me, Mr. Reporter. 

(Record read.) 

MR. DIAZ-CRUZ: I will rephrase tne question, 

your ltonor. 


0 Were the short por'tions covered, Mr. Inches, 
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in May of 1979? 

A There had been some coverinr:. 

Q Did there come a time after May of 1970 when 
Short sales were made in the Anéerson Company account and 


Mrs. Anderson's account? 


When was sir? 
A Short sales were continuing to be made throursh 


June, July and August, and for months thereafter. 


Q In ecennection with the June period, what did 


you do about the short sales that were made in the account? 
A We 3] Mr. Chase -- both he and I talked 


to Mr. Anderson, as I recall it. 


Q Were these telephone conversations? 
S, I believe t0ev were. 
Q Did you contact anyone outside of John P. Chase, 


Inc. in connection with the short sales in Mrs. Anderson's 


and the Company account? 
A 
Q And whe was that? 
A The co=-trusteer on the Anderson trust, Mr. Whipple. 


What did you say to him? 


plained to Mr. Wnipnte the situation that 


had develoned, im Short positions tn the accounts. This 
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Was nov our responsibility nor our recommendation, and I 
thoursht as a family lavyer end ce-trustee in the account 
he might have some method of getting Mr. Anderson out of 


this position. 


>) 


Have you ever recommend to any of your clients 
that they sell a security snort? 


A No, TIT never have. 


Pe) 


Have you ever recommended to any of your clients 
that they sell a security short against the box? 

A No, I have not. 

Q Have you ever recommended to any of your clients 
the purcnase of puts? 

A No, I have not. 

MR. DIAZ-CRUZ: Your Honor, I have no further 

questions. 
THE COURT: All right, step down. 
MR. DEVINE: No redirect. 


Witness excused. ) 


MR. DEVINE: Your Honor, at this time I have 
no further witnesses to call. I would, however, like to 
offer certain documents whicn to this point haven't been 
marked, the first of which is a series of Anderson Company 


financial condition statemerts theough this period, and 
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of Mrs. Anderson. 

I am goinr tno five you some data that vou can 
address yourself to, which you may not have collated in 
your own thinking, and you can cespond when you prepare 
your paper to the accuracy of my understanding on these 
points and their effect on your ¢?:ins., 

First, what is the exhibit number of the tax 
schedules that you marked in evidence? 

MR. DEVINE: That was an attachnent to one of 
the letters -- 

THE COURT: No -- 

MR. DEVINE: Oh, the schedules L, they are 67 
and 68. 

THE COURT: I draw your attenticn to Exhibits 
67 and 68, whi appear to indicate that the significant 
losses sufferea by Anderson Company arose from short sales 
in 1970 and 1971. I track 34 short transactions in 1970 
and 87 short transactions in 1971, which cost the account 
apparently $154,577.85. Aliso from the same data, it would 
appear that the net result of all trades in the Anderson 
Company account for the period 1966 to 1972 in loner 
securities was a loss of $9,653.96, 

In respect to Mrs. Anderson's trading, according 


to the tax schedules, Exhibits 67 and 68, she repistered 
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a net lone term capital sain in the period of 1967 to 

» minus a net short capital loss of 
$3,422.72, or a net rain of $16,123.20, in addition to the 
income she realized from time to time from the security 
portfolio. 


ae 7 
Further, ¢ 


wie tax schedules show in detail the 
following information: For the period from approximately 
the inception of the Anderson Comoany account, the 1966 


transactions indicated a gain, short term gain, of 


flow) 7 4 - »~-s 
$1,470.21; the 1967 transactions tndicatec. a shor 


ct 


term 
gain of $515.99, making a total up to that point of short 
gains of 38,886.29, tomether with a lons term capital 

fain {tn 1967 of $14,474.91, and in 31968 a short term pain 
of $2,025.76, making a total, to that poirt, for the 
account of $10,811.95 of short term gains, to which should 
be added the long term capital gains i1 1668 of $26,338.31, 
makings long term capital gains to that point cumulatively 
of $40,812.32. 

In 1969 the Anderson Company account snowed a 
short term pain of $80.14 and a lon term eain of 
$14,762.13, and the subtotals for the short and long gains 
for the account from inception to that notnt were, 
respectively, $10,992.19 of short «n2ins, and $55,574.45 
of lon mains. 
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‘nN 1979, the short sellinre in the Anderson and 
Company account resulted in a net short term loss of 
$14,278.05, and a net lone term loss of $25,269.62, and 
taken on a subtotal basis for the neriod oF the account 
up through that time, the Anderson and Company account 
now showed a red firure loss cof $3,285.95 of short gains 
and 230,304.83 red fisure of long rains. 

In 1971 with 87 short transactions, the Anderson 
and Company account loss $149,699.80 on short term losses, 
and $24,570.34 on lone term Losses, making. a subtotal of 
all of the transactions fram inreention threurh that 
period of losses in the amount of 154,977.35 short tern, 
and $49,839.96 losses lone term. The tota? effect of 
th2.e transactions “rom 1966 throumh 1971 was a red fi: ure 
of short term losses of $143,985.75, and a dlack “igure 
of $5,73".49 long term, 

From the forcmoing, it is perfectly aprarent 
that tiie short transactions in 1970 and 1971 cost the 
account a total of apnrox mitely $230,000.99 in losses 
created by Donald Andersonts activitv on the short side. 

Now, Mra. Andersen's tradine, aceerdineg to the 
tax schedules, which I have callea@ to your attention, 
resulted from those schedules ti «= 416,123.21 net rain 


for the nerliod from 1966 tinrourh ho" 1, ane that nreaks down 
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as follows: The snort tera cains for 1967 were 31 .396.53. 


In 1968 there was a short term lors of $3,500.73. In 


1969, there was a short term loss of $1,231.47. In 1970 


there was a short term loss of $87.05. There is no 


On the longs term side, for 1967, a gain of 


$144.37, for 1968 a pas of $22,655.14, in 1969 a loss of 


3144.24, in 1970, a loss of $2,494.60, and in 1971, a loss 


of $2,114.74. Tne totals of tnese rains and losses amount 


to a net lonz term $29,545.93, less a short term 


. a ' . . 
LOSS::0Tf ($354225 fay Or -& 


Sa re rede 
PEtuUris oF SOc Te y.ek. 


Tne evidence has and 


gone into many side paths 


byways to adduce figures, transactions, economic data and 


arguments not tied up to any substantive issue at stake 


in this case, and i assume that for the purpose of the 


issue or credibility these excursions were made and 


whatever point emerged on that issue was appreciated by 


ye Court. tnese Giversions of course have made it 


somewhat more difficult to coneentrate on the substantive 


issues but IL believe that I have been able 


to be decided, 


to keep the statutory and contractual issues ciear in 


mind, nonetheless. 


I think that is a?1 !f need say at the moment on 
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this, and I say these thinss in an endeavor to aid the 
brief writers to zero in on anything that they consider 
relates to the substantive side, and not to the credibility 
Side. On that I will do mv own judszing, having seen and 
heard the witnesses and considered their testimony in the 
light of the facts and cireumstances 0% the c*3e. 

Off the record. 


(Discussion off the recorda. ) 


MR. FALES: Plaintiff has agreed to submit its 


brief on December 4, and defendant on Decender 16, bot 


of those dates being denencent unon the nr: 

asking for the minutes. If the plaintiff asks 

minutes, he wants an additional period of time equivalent 
to the time necessary to prenare the minutes. 


Correct. 
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